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What’s Ahead for 
the Stock Market Now? 


In this important phase you must 
keep abreast of the many far- 
reaching developments in the 
worlds of business, economics, 
politics—and investments. 


It is The Magazine of Wall 
Street’s task to see these develop- 
ments as they appear on the 
horizon — to interpret their 
course to the thousands of busi- 
ness executives and investors who 
are its readers. 


By regularly reading The Maga- 
zine of Wall Street you can attain 
a clear picture of the business 
trend and securities markets, days 
and sometimes weeks before the 
information is available through 
the usual channels. 


You will be always posted on 
your present investments and on 
new opportunities. Timely, in- 
teresting features will keep you 
abreast of developments bearing 
on your business future. 
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Greetings ... 


At this time of the year our thoughts turn to the intimate things 


of life—to the relationship of human beings one to the other. 


If we could always make that the keynote of our thoughts, the 
acts to follow would bring a truly delightful world. It is through 
human relations that we make our material progress. Figures are, 


after all, only a basis for calculation in weiqhing the results of 


mans activities. 


We can make the year ahead a base from which to rise, or by 
pulling in divergent directions—a year of further decline. | say 
this because it is my belief that our thoughts and acts both re- 
ward and punish us. Thus we make our own heaven and hell 
on earth. The will toward harmony will bring harmony to the 
world and to us—just as thoughts of destruction and the warped 
judgment of selfish interest will act as a boomerang and produce 


defeat. 


We have the opportunity in the year ahead to work for unity, for 
securily and for progress. Neither pride nor stubbornness should 
be permitted to hold us back. Our best interests are served by 
facing and meeting problems ahead with fearlessness, with sin- 
cerity, and by not attempting merely to force conditions and 


situations to our wills. 
To you—our friends and subscribers—we wish the greatest happi- 


ness and prosperity—and a full share in all the good things in 


the year to come. 
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Underwood & Underwood. 


There is no more cheering sight during the holiday season 
than the myriad lights of a big city. New York's lighted 


windows betoken activity in thousands of business enter- 


prises the country over—a favorable augury for 1939. 
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E. Kenneto Burger, Managing Editor 
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SPENDING WILL CONTINUE... The warning of 
Governor Eccles of the Federal Reserve Board that there 
must be no early curtailment of heavy Government 
spending may reassure those who had feared that a pos- 
sible tapering off of the pump priming program, beginning 
next spring, might end the present recovery cycle. It will 
not reassure those who believe our need is to get back to 
a capitalist economy motivated solely by private mon¢y, 
with the earliest possible balancing of the Federal budget. 

The original Eccles theory —Government borrowing in 
depressions and paring down of Federal debt in recover- 
ies—has gone by the board. In practice the Administra- 
tion followed only one-half of the theory—the borrow- 
ing half. When we attained a very large recovery by the 
end of 1936, there was no reduction of Government debt 
although there was a temporary curtailment of spending. 
Now, after eight consecutive years of big deficits, the 
cumulative total being some $20,000,000,000, the Gover- 
nor of the Reserve Board attempts to make out a plaus- 
ible case for continuing deficits almost indefinitely. In 
effect, he says the budget must remain around $9,000,- 
000,000 a year and that it can not be balanced until the 
national income recovers to a level between $85,000,000,- 
000 and $90,000,000,000. In short, until we recapture a 
1929 prosperity, the Government can not possibly live 
within its means. 

We do not know how many years longer the Govern- 
ment credit can stand this kind of incessant pressure. It 
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may be a long time to come. We do know that no gov- 
ernment in the history of the world ever got away with 
lavish borrowing indefinitely. The recent depression did 
not come solely from reduced Government spending. 
Much of the blame belongs to deliberate credit deflation 
by the Reserve Board and to inventory and labor costs 
maladjustments. The budget can be balanced without 
economic disaster. There will be an ultimate economic 
disaster if it is not balanced. The trick could be turned 
if Washington would announce a planned curtailment 
program, spread over a period of two or three years, and 
accompanied by every possible encouragement to renewal 
of normal private investment in productive enterprise. 


PROGRESS COMPARED .... Addressing the National 
Association of Manufacturers at the close of its annual 
Congress, Mr. H. H. Prentis, Jr., of the Armstrong Cork 
Co., gave his fellow industrialists a heartening picture 
of the progress already made and of what can be accom- 
plished over the next year—by individual effort. His 
words put the responsibility up to each employer to treat 
his workers fairly, to meet Government, public and com- 
petitors on the highest plane. No other force than busi- 
ness, the butt of politicians for years, can make possible 
the attainment of our greatest national objective: to 
put ten million unemployed back to work. 

Business still suffers from its faults of years ago, from 
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the legend that employers as a class are merciless, that 
competition is sneaky and expediency the only principle. 
Mr. Prentis pointed out that the executives of today 
are a new type and business is conducted in a new way. 
He might have added that while business has undergone 
this transformation, the politicians have utterly failed to 
show similar improvement.. Fifty years ago these gentle- 
men were inclined to make broad promises and forget 
them. They loved to spend, and they still do. They still 
have their vote-catching tricks, working according to 
the same old patterns. In fact, every cynical joke about 
politicians’ ways is as applicable as when it was born. 
The obvious retort to such criticism is that improve- 
ment is no credit to industry, because much of it was 
forced down its throat. That is beside the point; what 
matters is the result, not the cause. The man in the 
street can see the gains in methods of doing business— 
how long will it be before he insists upon some compar- 
able progress in the ways of the business-baiters? 


MR. HULL WARNS EUROPE ... None of the previous 
Pan American Conferences have met under such condi- 
tions of world uncertainty as surround this eighth con- 
clave at Lima. It is true that the suspicion which the 
South American states have felt concerning the motives 
of the United States is more at rest this year. It is real- 
ized that this country is concerned only with the inviola- 
bility of the Western Hemisphere for the maintenance 
of peace — that it is interested in the promotion of a 
mutually profitable trade. But economic penetration 
and an intensified campaign of propaganda by dictator 
nations has been more apparent in Latin America than 
ever before. The specter of entanglement in the affairs 
of the Eastern Hemisphere has seldom been more real. 
Yet to the challenge of these circumstances, Secretary 
Hull brings his usual wise counsel and deft leadership. 
Although his address to the delegates was in general 
terms, the warning to Europe to stay out of the Western 
world is unmistakable. Yet the plea for peace, for the 
right of each nation to work out its independent destiny, 
is none the less forceful. His words should go a long way 
in fostering a consultative peace pact among the 21 na- 
tions of the conference, and in breaking down remaining 
obstacles to the flow of inter-American trade. 


VICTORY AND DEFEAT... The Supreme Court decision 
on the litigation between Consolidated Edison and the 
National Labor Relations Board is both a victory and a 
defeat for the Board. The Court held that the Board 
was without power to nullify a contract which Consoli- 
dated Edison had made with an American Federation of 
Labor union. On the other hand, it was ruled that Con- 
solidated Edison, although chiefly engaged in intrastate 
commerce, was subject to the provisions of the Wagner 
Act. In taking the latter view the Court observed that 
the company supplied power to railroad terminals, 
steamship docks, an airplane field and other enterprises 
vitally important to the stream of interstate commerce. 


This is not a reversal of the N RA decision in which 
the defendant was a Brooklyn chicken dealer. It amounts 
to a “rule of reason,” leaving future decisions on the dis- 
tinction between local and interstate commerce to turn 
on the prevailing circumstances in individual instances. 
So far as the contract aspect of the case is concerned, it 
means that the Labor Board-C.1.0. partnership will find 
the going a bit more difficult in future. 


MOTOR SALES POINT UP... The report of November 
retail sales of General Motors cars provides the first 
authoritative information on public response to the 1939 
models. It shows a decidedly favorable trend. The com- 
pany’s dealers sold 131,387 cars and trucks, as compared 
with 117,387 in November of last year. The gain over a 
year ago was nearly 12 per cent. 

Comparison, of course, is with sharply declining sales 
in November of 1937, but the month’s total was only 
14,165 units, or about 9 per cent, under sales in Novem- 
ber of 1936. Per capita business activity in November 
averaged about 8 per cent less than in 1936 and some 5.6 
per cent more than in November of last year. As in the 
1933-1937 upward cycle, the automobile industry is 
recovering faster than total business activity. 

December sales will be seasonally lower than in No- 
vember but will undoubtedly show a large gain over the 
General Motors total of 89,682 units in the final month of 
last year. January and February always represent a 
slack period both in retail sales and in stocking of dealers, 
with March ushering in the most active selling season of 
the year. Hence it is not to be expected that the motor 
industry’s present contribution to total industrial activity 
will be increased over the next two months. Dealers, 
however, are lightly stocked, as indicated by General 
Motors domestic factory sales in November only 28,186 
units in excess of dealers’ sales to the public. 


UNFAIR TO ORGANIZED UTILITIES ... It has become 
more than plain that utilities threatened with extinction 
by subsidized public power competition in the T V A area 
can not expect fair treatment from that agency. The 
TVA has rejected a proposal of the Commonwealth & 
Southern Corporation that prices for certain of its proper- 
ties wanted for municipal distribution of T V A power be 
determined by the Securities and Exchange Commission. 
It had previously rejected an arbitration plan which 
quite certainly held promise of a settlement fair to all 
parties at interest. 

In short, T V A insists on “negotiating” for the desired 
properties and doing so with an effective blackjack in its 
hands. If Commonwealth & Southern can not see the 
“fairness” of selling at prices desired by T V A and the 
municipal governments under its tutelage, it will face 
ruin from the competition of municipal systems subsi- 
dized by P WA grants and low-interest loans. There is 
just one word for this sort of thing and that is outrageous. 
The T VA has become the greatest single threat to the 
confidence upon which normal utility expansion must rest. 
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BY CHARLES BENEDICT 


MUSSOLINI WANTS HIS SHARE NOW 


Bn Munich Pact legalized gangster rule in Europe. 
By giving way to the demands of Hitler on Czechoslo- 
vakia, England and France established a precedent which 
could at any time be applied to them. In fact, in mak- 
ing his demands on France, Mussolini says he does so in 
accordance with the “spirit” of the Munich Pact. 

Thus far Germany has been the main beneficiary of 
these hold-ups—and Mussolini evidently feels that it is 
better to take what he wants now, if it can be arranged, 
than to rely on a division of the spoils later. 

Il Duce realizes that to expect territory even in ac- 
cordance with the most sacred promises of Hitler—if and 
when Germany realizes her ambition as master of Eu- 
rope—would be a grand delusion. To get anything 
worthwhile out of this partnership he must turn the 
Rome-Berlin axis to practical account before Germany 
no longer has need of him. 

That Mussolini wanted these slices of French territory 
(among others) was well known; and few were deceived 
by his earlier statement that the conquest of Ethiopia 
had put him in the class of “satisfied” nations. There- 
fore, in making the territorial demands at this time, one 
is led to believe that I] Duce considers the present to be 
a crucial moment in German affairs—and his oppor- 
tunity to secure Nazi support for his claims. 

The Nazis are, at the moment, endeavor- 
ing to settle the Ruthenian question with Po- 
land and Hungary — with an eye to the 
Ukrainian adventure. The Ger- 
man-French accord signed by 
Von Ribbentrop in Paris orig- 
inated more in the nature of a 
sop to Daladier for his part in 
the Munich Pact. (I do not 
believe it has any practical val- 
ue whatever for the French.) 
Actually, it became merely a 
facade designed by Germany 
to insure an impotent France 
on her western frontier, while 
she is busy in the east. 

That Mussolini’s demands 
are an attempt at a showdown 
with the Nazis is indicated by 
his insistence that Hitler issue 
a statement which will assure 
the Italian people of the solid- 
arity of the Rome-Berlin axis 





DECEMBER 17, 1938 


and his sympathetic support of Italian objectives. Thus 
far Hitler has remained silent, and the Germans have 
contented themselves merely with press statements 
favoring the Italians and attacking the French for per- 
mitting the anti-Italian demonstrations in Tunis and 
Corsica. I doubt whether Mussolini will be appeased 
by this lefthanded kind of support! However, as mat- 
ters stand now, Hitler is in control of the situation with 
Mussolini merely playing second fiddle and dependent 
on Germany for “place.” 

There is considerable evidence that the Germans are 
not very well pleased with the turn of events in Italy— 
coming at a time when they are meeting obstacles in 
Poland and Hungary, and on top of the Nazi purge 
in Roumania. (Please turn to page 287) 





















Market for the Next Fortnight 


For five months business has been catching up with the 


market. We near a new phase of advance, discount- 


ing expected 1939 gains. Sound industrial stocks are a 


buy for investment and intermediate trading purposes. 


BY A. T. MILLER 


As measured by the industrial index, the market has 
been in approximately a 4-point trading range through- 
out the past fortnight. Volume has dwindled to a recent 
average well under a million shares a day and shows a 
more pronounced slackening tendency on recession than 
on rally. High grade industrials have displayed generally 
firm resistance in a setting of year-end tax selling, the 
nearing session of Congress, renewed weakness in the 
pound sterling and a soft tone in the London market. 

Reflecting moderately less favorable action of second- 
ary stocks, our index of 330 issues during the two weeks 
ended December 10 added 2.6 points to its previous de- 
cline. From the autumn high the total reaction in this 
broad group has been approximately 13.8 per cent, as 
compared with 9 per cent in our daily average of 40 
representative industrials and 7.7 per cent in the Dow- 
Jones industrial index. 

Some weeks ago, when majority opinion was confi- 
dently bullish, we ventured the forecast that a tempo- 
rary top was nearby and advised postponement of long 
pull and intermediate trading purchases. At that time 
we began to look forward to a reaction which would 
present a buying opportunity and we tentatively set 
mid-December as the probable time such opportunity 
would arrive. This pattern, formulated in October, has 
now worked out both as to the time factor and as to the 
approximate scope of reaction anticipated. In fact it 
has worked out so perfectly—with majority opinion now 
holding that stocks can be bought around December 15- 
20 for a certain and important rise into January—that 
we must confess to a bit of uneasiness regarding the 
immediate speculative outlook. It can happen that what 
the majority expects will come to pass, but in an uncom- 
fortable number of instances an overly unanimous opin- 
ion brings a double cross. 

It need hardly be said that the short swings are by far 
the most difficult of market movements to forecast and 
we make no pretense to clairvoyance. In the existing 
setting a double cross could take several possible forms 
—a sharper dip under the recent low of 146 Dow-Jones 
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than is generally expected; a surprisingly prompt and 
fast rally; or extension of a narrow trading range longer 
than is generally allowed for. The technical indications 
of the past week have not thrown any really convincing 
light on the matter, although, as far as they go, they 
appear to us to cast doubt on the bear side. 

In this situation the daily letter writers will take refuge 
by waiting a while longer for a possible dip and, if it does 
not come, by advising purchases when and if the market 
rises above the 151 resistance level, Dow-Jones. In this 
analysis we cannot, of course, make hair-trigger decisions 
regarding the ripples in the speculative tide—and we 
must not let the trees distract our eyes from the forest. 

The correction of over-rapid advance that the market 
has now had is much more than a matter of the per- 
centage of reaction from the autumn high. Our broad 
weekly index is back to the level of mid-July, retaining 
but little more than the gain scored in the first three 
weeks of the summer spurt. Our daily index of 40 indus- 
trials closed on Saturday, December 10, almost identi- 
cally where it closed on July 18. In short, nearly five 
months of erratic fluctuation have gone by without sig- 
nificant extension of the bull movement—and meanwhile 
per capita business activity has increased by nearly 20 
per cent. As this is written, approximately 56 per cent 
of the depression decline in business has been recovered; 
the level of the Dow-Jones industrial average represents 
a recovery of 53 per cent of the total bear market decline; 
and our more inclusive weekly index of 330 issues shows 
a net recovery of about 30 per cent of its 1937-1938 loss. 

As we see it, time has been working in behalf of a gen- 
erally sounder market position, with stock prices much 
more closely geared to the realities of existing business 
volume and corporate earnings than was the case five 
months ago. That fact is more pertinent in deciding 
present policy as to new long pull and intermediate-term 
trading purchases than the prevailing day-to-day specu- 
lative technicalities. We believe this is a sound time to 
make such purchases, regardless of the possibility of a 
further moderate dip before the month is out. We spe- 
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cifically caution against delay in making purchases in While the pace of economic recuperation during the 
the event the market rises above 151 Dow-Jones in a first quarter of the coming year certainly cannot be as 
fast move on increasing volume. We advise those who fast as that in the quarter now ending, present indica- 
wish to play it close to the chest to commit at least a__ tions suggest that at worst first quarter volume will aver- 
fairly large percentage of available funds now. age approximately that of the fourth quarter; and that 
In relation to these recommendations it is not of vital first quarter earnings of industries now leading the re- 
importance whether the next phase of the bull move- covery parade will be quite satisfactory. Regardless of 
' ment begins this month or later. We do not make them a temporary slowing of the momentum of recovery— 
merely because what the market expected of business which seems a logical expectation for the next couple of 
last July has now developed. We take the bullish side months—in the basic monetary-credit factors, the eco- 
because, with the over-fast summer and autumn ad- nomic factors and the political factors the tide is moving 
vances corrected, we expect stock prices within a reason-_ in the right direction. We think it will not be so very 
able time to begin discounting the additional business long before we head into the best business in a good 
gains anticipated in 1939. many years. —Monday, December 12. 
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What Level of Business Activity 
for Early 1939? 


BY JOHN D. C. WELDON 













































je business recovery of the past 
eight months has been one of the 
fastest on record—so fast that it is 
provoking increasing skepticism as to 
further improvement in volume dur- 
ing the forepart of 1939. 

As measured by the Federal Re- 
serve Board seasonally adjusted in- 
dex of industria! production, we have 
come up from a low of 76 last May 
to a present estimated level slightly 
above 100. This is a gain of about 
one-third. There was a sharper ad- 
vance in the four months April, July, 
1933, but it was highly speculative 
and temporary. Despite its speed, 
the present advance has been devoid 

of speculative characteristics. Busi- 

ness buying has been consistently 
cautious, as reflected in the ab- 
sence of inventory expansion 

and the narrow range of com- 
modity price fluctuations since 

spring. The prevailing ten- 

dency is to gear production 

to carefully measured 

trends of consumption. 

There are obvious de- 

ficiencies in the pres- 
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ent business picture, notably the absence of any sig- 
nificant revival to date in such important capital goods 
industries as electrical equipment, heavy machinery, 
farm equipment and railroad equipment. On the one 
hand, it is gratifying and somewhat remarkable that 
demand for other types of goods has been sufficient of 
itself to lift the production index by 33 per cent in eight 
months. On the other hand, the question is how much 
additional near-term advance can be expected from the 
present recovery leaders—consumption goods, automo- 
biles, steel and construction—without increasing help 
from the laggard heavy industries above named. 

Yet it is significant that these doubts relate to limiting 
factors in the immediate picture, rather than to business 
excesses or maladjustments requiring correction. Limit- 
ing factors, if important enough, can flatten out the 
business trend or produce a minor set-back, but they 
give us no cause to fear a serious reaction. 

So far as the major economic trend is concerned, the 
most pertinent considerations, in the writer’s opinion, 
are the following: 

First, the all-important monetary-credit factors are 
bullish and are likely to remain so at least well into 1939. 
As shown by the trend of bank deposits, the country’s 
money supply—funds for the purchase of goods and ser- 
vices and for investment—is at a record high and is still 
increasing. The rate of national spending is increasing, 
as shown by the rising trend of debits to individual 
accounts. 

Second, with respect both to the time factor and the 
existing level of business, there is strong evidence to sup- 
port the conviction that we have not yet passed 
beyond a relatively early stage of the upward 
cycle. As regards the time element, under the 
political credit management developed during the 
past generation the tendency has been persistently 
toward expansion cycles of four or five years in 
duration. We have been in the present upward 
cycle just eight months. As regards the existing 
business position, it must be noted that the Re- 
serve Board index is not adjusted for population 
growth and that per capita economic activity is 
at only some 86 per cent of the 1923-1925 average 
—which means a depression level—rather than at 
100 per cent. 

Third, profit margins are improving—a fact 
with an important practical relationship to busi- 
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ness and investment confidence and the willingness of 
business men to “go ahead.” The widening of profit 
margins is due to the combination of rising volume, a 
favorable spread between prices of finished goods and 
costs of raw materials, increased operating efficiency and 
lower labor costs. The matter of labor costs in industry 
is widely misrepresented by observers who consider only 
hourly wage rates. The true labor cost is the cost of 
labor per unit of output. This cost has declined approxi- 
mately 21.5 per cent from the 1937 high, according to 
data of the National Industrial Conference Board from 
twenty-five manufacturing industries, and its present 
trend is downward. While an unfavorable change in 
labor costs is possible, if unions make aggressive demands 
in coming months, we doubt that anything approaching 
the 1937 labor cost inflation is on the cards. Such a 
threat simply does not fit with the temper of the times, 
as reflected in the political trend and the more moderate 
and responsible attitude now shown by the general run 
of union leaders. 

In short, we see no evidence to justify doubt as to the 
long pull business trend. If this view is correct, it is not 
particularly important whether we face a slackening in 
the recent rate of advance or a flat spot of several 
months’ duration or a minor dip in the seasonally ad- 
justed composite index. Like the security markets, busi- 
ness activity cannot rise in a straight line—without pause 
or deviation—for more than relatively short periods of 
time. The faster the rise—especially if compressed as 
to time—the greater the reason to expect a corrective 
interlude. Moreover, the higher we get toward “nor- 
malcy,” the less steep becomes the angle of any possible 
additional advance. It is a reasonably safe bet that we 
will take from two to three times as long to move from 
100 to 125 on the Reserve Board index as we have taken 
in sprinting from 76 to 100 since May. 


Slackening Pace Likely 


Looking back at the record of recovery years during 
the past generation, there has been a strikingly consistent 
tendency for any substantial fourth quarter rise to be 
followed by a dip during the first quarter of the new 
year. Conversely, fourth quarter reactions in business 
activity—in major upward cycles—have usually been 
followed by first quarter advance. Although perhaps 
not infallible, this precedent is not mere chance. It seems 
to reflect a logical sequence in the rhythm of the busi- 
hess cycle. 

Quite aside from a probable first quarter pause, there 
is some question whether we are ready for the kind of 
sustained, orderly, unspectacular business climb that was 
experienced from the spring of 1935 to the summer of 
1937. It cannot be answered one way or the other at this 
time, but there is certainly a reasonable basis for hope 
that during the first half of 1939 the conflux of economic, 
credit and political factors will build a foundation for a 
long spiral of industrial expansion. 

In each of our last two major expansion cycles there 
was one rather lengthy period of retrogression. Thus, in 
the great boom of the ’20’s, business activity advanced 
from 84 in July, 1924, to 111 in October, 1926, followed 
by a thirteen-month down drift to 101 in November, 
1927. After the latter month came a nineteen-month 
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rise to high of 125 in June, 1929. Similarly, after the 
recovery spurt in the spring and summer of 1933, there 
followed twenty-two discouraging months before sus- 
tained recovery got under way. The 1927 retrogression 
‘ame after more than two years of orderly, persistent 
advance and began at an above normal business level. 
We see no analogy in the present situation, as we have 
had but eight months of advance and the existing per 
capita business level is well below normal. The long 
1933-1935 period of transition came in a setting of rad- 
ically disturbing political innovation and reforms which 
involved far-reaching readjustments in our financial 
mechanism and in the relations of business to govern- 
ment. We see no analogy between that setting and the 
existing one. Hence we doubt that 1939 will prove to be 
an “off” year; and we believe that the coming corrective 
pause will not last beyond the first half of the year and 
that it may not last beyond the first quarter. 

Naturally, in such conjectures as these, important 
qualifications have to be made, for no human mind is 
clairvoyant. In attempting a logical appraisal of 1939 
business probabilities, we assume there will be no major 
“uropean war; and we assume there will be no change 
in the political sphere of sufficient importance to upset 
the apple cart. The latter uncertainty, in our mind, re- 
lates far more to possible alteration in Administration 
credit policy than to what Congress may or may not do 
or to what legislation the President may or may not ask. 
After the painful lesson of 1937, it seems scarcely prob- 
able that our credit managers would risk applying the 
brakes any time in 1939—but this is something to be 
watched. 

Meanwhile, the chief difficulty at the moment is simply 
the fact that the business index has advanced at the fast 
rate of 5 or 6 points per (Please turn to page 285) 
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Era of good feeling between government and all ele- 
ments of the nation is being fostered by the administra- 
tion currently, what business would call bettering public 
relations. Without openly making overtures to business 
and conservative groups, care will be taken not to an- 
tagonize them. No more acrimony, name-calling, bull- 
dozing; no surprise attacks, no rabbits from the hat. 
New policies, reforms, will be preceded by careful build- 
ups, trial balloons. Congress will be led, not driven. 
Potential opposition will be sounded out, free discussion 
will be invited; but after the groundwork has been laid. 
Signs indicate that business has little to fear in the way 
of radical White House reform proposals. Republicans 
in Congress will steer a middle-road course, more to the 
left than titular party heads may like. 


Defense motif, national unity to defend democratic 
institutions, which will run through all administration 
policies, is largely sincere. Roosevelt and his advisers 
are genuinely angry and worried over course of foreign 
affairs, determined to prevent U. S. from getting in pre- 
dicament of, say, France. But of course they don’t 
overlook the traditional political advantage of “waving 
the bloody shirt” to a moderate degree. 


Defense funds will be voted by Congress but only after 
careful study. Caution is already apparent. Congress 
will not be stampeded by hysteria. Fantastic proposals, 
such as another 10.000 fighting planes at once, will not 
be swallowed. Military expenditures will be labeled as 
such, not disguised as relief, pump-priming, etc. Some 
additional taxes may be proposed to liquidate rearma- 
ment over period of years. 


Economic sanctions against aggressor and anti-demo- 
cratic nations are being studied but will not be pushed 
unless preliminary feelers show strong public support. 
But neutrality act probably will be loosened somewhat 
to give greater Presidential discretion and leeway. 
German foreign trade methods will not be aped in 
retaliation. 


Continental solidarity program of administration has 
many ramifications, is carefully planned. Alarming news 
and rumors are reaching Washington from South Amer- 
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ica regarding commercial, propaganda, political and even 
military infiltration of fascist influence there. Attempt 
is being made to get southern republics to welcome our 
offsetting this. Objectives are larger than to preserve 
our export markets, and include united defense of democ- 
racy, protection of this hemisphere against European 
and Asiatic hegemony, and to a degree “quarantining” 
dictatorships against expansion. 


Monopoly study is being carefully steered to avoid fears 
of business men that they may be persecuted, pilloried, 
harassed. There will be some of this as committee mem- 
bers butt in with pointed, embarrassing questions, but 
intention is to keep this to a minimum. Instead, ques- 
tions will attempt to bring out social consequences of 
business policies, to show that many common policies 
are short-sighted and self-centered rather than moti- 
vated by malice. But there will be many red faces, for 
questioning will show that while executives act to their 
individual best interests the collective results are often 


bad for all of them. 


TNEC (Temporary National Economic Committee) is 
guiding body of monopoly study. So far its “prologue” 
hearings have been well staged economic lectures studi- 
ously designed to be factual, non-sensational, to show 
the job is research, not muckraking. Random observa- 
tions on these: prosperity depends on business rather 
than government . . . business trends, conditions, prob- 
lems are constantly changing . . . business is vastly 
complex and diverse; the solution of problems of one 
industry or segment of industry is of no help to others 

. there can be no magic formula for prosperity, 
no single panacea for all economic ills . . . undreamed 
business activity will result from supplying wants of 
low-income families if these incomes can be raised or 
prices lowered . . . strictures on business activity are 
not due to malicious conspiracy but to trends of the 
times .. . the years 1920-29 were pretty good after all, 
the “good old days” when business was booming (few 
years ago it was the fashion to condemn the ’20’s as the 
cause of all economic ills) . 


Patents study of T N EC is designed to show the auto 
and glass container industries as examples of good and 
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effect on competition, prices, consumer benefits—not 
particularly to uncover any dirt. First witnesses were 
treated with the greatest friendliness. Object is to show 
that patents can stimulate or throttle competition, that 
laws should be changed to point patent system toward 
wider social usefulness. But when Congress tackles 
patent law revision it will move slowly. 


No legislation will result from monopoly inquiry next 
session. Few recommendations will be ready, and prob- 
lems are being approached in a manner to discourage 
jumping at half-baked conclusions. Piecemeal reports 
and recommendations will be made to Congress during 
the many months the inquiry continues. This will keep 
business on the anxious seat, but does not mean that any 
and all proposals will be enacted. Feeling grows that 
T N E C’s job eventually will be turned over to a perma- 
nent agency for constant study of business trends and 
policies. 


Revenue Bureau decentralization is being pushed rapidly 
by Morgenthau with much ballyhoo about benefits to 
taxpayers, but insiders predict a boomerang in general 
dissatisfaction, citing: increased operating costs; lower 
efficiency in small units than in centralized staff; inability 
of field units to audit as large a sample of small returns 
as can be done in Washington, with resulting loss of 
revenue; confusion from lack of uniformity in field office 
rulings; Treasury displeasure when some field office 
makes costly ruling in favor of taxpayer; inclination of 
large taxpayers to seek final word from Washington any- 
way. Decentralization sounds fine but many feel 
Morgenthau was ill-advised to go the whole hog, and 
some suspect his plans include undermining powers and 
functions of Board of Tax Appeals, but belief is Congress 
will stand by the Board and will not tolerate any mate- 
rial alteration of its duties or authority. 


Incentive taxation idea is gaining much popularity in 
Congress although specific plan of incentive for profit- 
sharing will not go through because of opposition of 
labor and much of business. But there is interest in 
giving moderate tax benefits to encourage high wages. 
reemployment, new construction, and similar recovery 
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bad patent practices, respectively—good and bad in their 


steps, even though it is realized that incentive taxation 
is simply penalty taxation in a different dress. Treasury is 
skeptical, fearing loss of revenue, and is also chagrined 
to think its undistributed profits tax might have been 
more popular if presented as an incentive rather than a 
penalty tax. 


Tax revision hearings before Congressional committees 
will provide a relatively friendly forum for business as 
compared with previous years. Congress is becoming 
aware of effect of taxation on business prosperity, and 
Treasury is concerned that taxes of all kinds are taking 
too large a slice of national income, is seeking to change 
incidence of taxation so as to foster rather than hinder 
growth of national income so there will be more to tax 
later on. Great emphasis is being given to necessity of 
raising national income by various Administration lead- 
ers. Nineteen-twenty-nine level is the desideratum. 


Banking legislation revision is being urged in several 
administration quarters but so far there is no agreement 
among jealous overlapping agencies and particularly be- 
tween schools of thought (a) that liquidity and safety 
of deposits and (b) that credit needs of the national 
economy should take precedence in bank control policies. 
There are strong arguments and forces on both sides, 
but Congress is expected to lean toward the former. 
Monetary panaceas for prosperity seems to be losing 
favor. 
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The True Position of the Rails 


|. Political Factors 


BY RAY TUCKER 


ll. Earnings Outlook 


BY R. M. MARTIN 


Part l. The immediate fate of American railroads 
may be determined by the Congress which as- 
sembles next month. Every interest involved— 
the Administration, management and labor— 
seems agreed that prompt action to rehabilitate 
them financially is necessary, and the mood for 
a sane and far-reaching revision of the trans- 
portation setup appears to exist. Whether this 
changed attitude will overcome the legislative 
timidity and political blocs which have sabotaged 
former attacks on this major problem is still 
problematical. This article purports to submit 
a partial answer by noting several new factors 
which may mean happier days for this $21,000,- 
000,000 industry. 

The first helpful feature lies in President Roosevelt’s 
more cautious and considered approach. Instead of 
ordering Tom Corcoran and Ben Cohen to write him a 
law, he has asked the groups most intimately affected— 
railroad labor and executives—to frame a long-term and 
short-term program, based largely on the hitherto ne- 
glected recommendations of his own experts—Messrs. 
Splawn, Eastman and Mahaffie. The Administration 
officials collaborating with them represent the more con- 
servative wing of Rooseveltians—Jesse H. Jones, Cassius 
Clay, Joseph B. Eastman, etc. For some reason—prob- 
ably because it baffles their brains—the Cohen-Corcoran 
clique have kept their fingers off this question. 

Secondly, the prospects of any serious demand for 
government ownership is extremely remote. Mr. Roose- 
velt has expressed distaste for such a solution, and there 
is no disposition to question his sincerity. His intimates 
observe that he has generally assumed a rather moderate 
attitude toward the railroads, probably because they in- 
volve such vast stakes as insurance and _ institutional 
investments. Even if the President did toy with the 
thought, the next Congress will meet in no such spirit. 
Incidentally, organized labor—both the CIO and A F of 
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L—are too dissatisfied with federal regulation of the 
New Deal brand to broaden the field of regimentation. 
Government ownership impresses some official figures 
as an ultimate answer, but even its proponents do not 
regard the present as an opportune moment for taking 
over. Burton K. Wheeler, chairman of the Senate Inter- 
state Commerce Committee, opines that it savors too 
much ot “bailing out the roads at government expense.” 
If only for selfish considerations, exponents of this theory 
favor rehabilitation of the lines’ financial structure before 
moving in. But under such conditions—namely, a 
healthy transportation setup—the public and _ political 
objection to federalization would be insuperable. 

Only under two sets of cireumstances—another mortal 
depression or a war involving the United States—does 
informed opinion at Washington anticipate government 
purchase. As 1917 and 1929 gave momentum to the 
movement for federal regulation of business and industry 
and finance, so might another national crisis precipitate 
actual ownership. Otherwise, it won’t be on the White 
House or Congressional timetable. 

Capitol Hill cannot—and probably will not—cavil at 
the emergency measures which will be presented on be- 
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half of the railroads, for they consist only of moderate 
remedies. They contemplate RFC loans and other 
forms of credit at easy terms, elimination of land grant 
reductions so that government freight must pay the full 
rate, and amendment of the bankruptcy laws in an 
attempt to facilitate reorganizations. 

The fact is that, in R F C Chairman Jones’ belief, very 
few roads will ask for additional government funds. For 
one thing, they don’t care to add to existing indebted- 
ness unless absolutely necessary. There may be a few 
lines requiring money for installation of new equipment, 
but in any event the machinery for providing this sort 
of relief already exists in the R F C. The proposed 
abolition of land grand reductions may cause some un- 
easiness among members representing western districts, 
but so long as the government is willing to bear the extra 
cost for shipping its materials, no serious complaint is 
expected to arise in Congressional circles. 

In an extremely stimulating discussion of railroad 
financing, SE C Commissioner Jerome Frank tossed off 
the suggestion that hereafter the lines obtain funds from 
the public through the sale of stock rather than bonds. 
He sees several advantages in such a course. Stock- 
holders, he believes, would be less eager to throw a road 
into receivership than the bondholders, inasmuch as 
their stake rests upon continued earnings. In his opinion, 
stockholders would be more willing to—would have to— 
string along and make sacrifices pending reorganization 
and recovery. 

And, as a veteran reorganizer himself, he notes that 
the bondholders are usually the heaviest sufferers when 
a road fails. Mr. Frank’s proposal is chiefly interesting 
because it reveals the higherups’ concern at this partic- 
ular moment—also because it indicates that he, for one, 
does not look for any move toward government owner- 
ship. It is doubtful if his idea will receive serious con- 
sideration in White House or Congressional circles at 
this time—it is too novel. 


Speeding Reorganization 


The President’s original railroad committee urged 
creation of a single court to have charge of reorganiza- 
tions. The suggestion met serious objection among law- 
yers on and off Capitol Hill, who fear that it may lead 
to favoritism and abuses. The new plan, therefore, is 
to revise section 77 of the bankruptcy act so that re- 
organization proceedings can be initiated in the Circuit 
rather than the District Court. It is believed that elim- 
ination of one legal step will reduce the time required for 
reorganization from several years to a twelvemonth or 
less. Provided the measure carries guarantees for ob- 
jecting groups—and it will—there should be no difficulty 
in persuading the legislators to enact such a law. It 
would help to make the laws they pass more workable. 

Hope of any real railroad reform—or recovery—lies in 
enactment of the long-time program being whipped into 
shape by presidential advisers on the Interstate Com- 
merce Commission and the RFC. And it is around 
these recommendations for permanent revision of the 
transportation map that the battle will be waged, for 
they involve such controversial questions as consolida- 
tions and unifications, federal regulation of such compet- 
ing services as trucks, abatement of destructive competi- 
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tion, elimination of “waste” (a large and difficult order) , 
pooling of earnings and traffic under an extension of the 
Interstate Commerce Commission’s authority in this 
complex field. 

The crux of the railroad question, legislatively and 
politically, is the proposed formation of a Federal Trans- 
portation Authority. This agency would be charged with 
making a two-year study of consolidations and coordina- 
tions. It would also investigate ways and means for in- 
stituting economies, for regulating rates and routes of 
other forms of transportation, for ending “financial 
abuses” now under investigation by Senator Wheeler’s 
committee. Although supposedly subordinate to the 
I CC, actually it would, in a way not generally realized, 
supersede the older body. 


1 C C Out of Favor 


The new group, which would presumably operate under 
presidential auspices, would be empowered to intervene 
before the ICC in all matters touching the railroads. 
Through the commission—a face-saving suggestion—it 
would make recommendations to the President and to 
Congress. Thus, both in appearances before the Com- 
mission and in crystallizing public and political senti- 
ment, the proposed Authority would be able to appeal 
over the heads of the more ancient and slow-moving 
agency to the White House, the Congress, the public. 
The power innate in the new outfit would be enormous, 
though chiefly advisory. 

It is no secret that President Roosevelt is sour on the 
ICC. The older and more conservative members have 
bucked him on several pet projects. So the suspicion 
exists that, through creation of the new Authority, he 
would like to strip the Commission of some of its power. 
In referring to the Commission’s dilatory handling of ap- 
plications for rate increases or decreases, a distinguished 
White House spokesman said: “We want to make the 
ICC a police court instead of a Supreme Court.” And 
in that “police court” the FTA would be the Pres- 
ident’s advocate. 

The scheme also implies stripping the ICC of ex- 
clusive control of the rate structure. It contemplates an 
amendment permitting the roads, under federal scrutiny 
and regulation, to charge enough to insure a profit under 
varying circumstances—higher costs for labor, material, 
less traffic, ete. It is very doubtful, however, whether 
Congress would pass such a law. The ICC has many 
friends on Capitol Hill, and it conducts an effective 
lobby. The likelihood is that the FTA will use its 
powers as an advocate to force more prompt and rea- 
sonable decisions from the Commission. 

The Authority’s ability to perform, however, will de- 
pend upon the identity of the members and their per- 
suasiveness. For they will encounter the same old op- 
position from labor and local groups which blocked previ- 
ous recommendations for scrapping of trackage and 
workers. If Mr. Roosevelt announces that he means to 
name eminent experts whose disinterestedness and ability 
are clearly recognized, Congress will respond to his re- 
quest. 

Several saving features may enable the Authority to 
escape the political rocks on which foundered former 
attempts to reorganize the railroads on a realistic basis. 
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It is planned to repeal the law calling for “compulsory” 
consolidations and to make them “voluntary.” More- 
over, the federal reorganizers will be directed to work 
closely with the railroads, and presumably with the 
workers’ representatives, in all consolidations and unifica- 
tions. 

Provision for giving some other sort of transportation 
to towns and cities stranded by abandonment of track- 
age, and for dismissal allowances for workers losing their 
jobs, may also lessen resentment over what will be at 
best a painful process. There is the further fact that 
labor has adopted a more realistic attitude in recent 
years. Its more intelligent spokesmen realize that a sick 
industry cannot furnish jobs forever, and that the em- 
ployees’ only hope for steady and profitable work is 
basic rehabilitation. 

To sum up: The Administration and Congress will 
undoubtedly agree upon enactment of the short-term 
program as outlined heretofore because it provokes no 
serious political concern. The proposed Federal Trans- 
portation Authority will be established, but whether its 
recommendations will be translated into law after the 
two-year survey is an open question. It should be able 
to mobilize tremendous pressure—public opinion—on the 
side of a permanent and constructive solution of this 
problem, especially if Mr. Roosevelt appoints command- 
ing figures and if they approach their task in a sane and 
cooperative spirit. The betting at Washington is that 
he will—and they will! 


Part Il. Although railroads differ in individual earning 
power and financial strength as widely as do industrial 
corporations, it is an anomaly of the “railroad problem” 
that one must generalize about it. In matters of wages 
and working conditions the railroads are an entity. In 
the vital matter of political regulation they are an entity. 
If some future crisis brings Government ownership, no 
doubt that will be a generality embracing the strong as 


well as the weak, with all or none under political control. 

For the present the trend of traffic and earnings is 
upward. Last spring the threat of additional bank- 
ruptcies among borderline carriers was very real. Now 
it has been eliminated by another breathing spell of 
economic recovery, and it is to be doubted that any 
important road need fear the specter of receivership 
until the next depression comes along. 

Car loadings are above the year ago level. Reflecting 
heroic economies—partly at the expense of maintenance 
in a good many instances—a substantially greater per- 
centage of gross revenues is being carried through to net 
operating income than was the case at this time in 1937, 
Complete figures for October, latest available at this 
writing, show total net operating income of $68,565,000 
for Class I carriers, against $60,860,000 a year ago, 
although gross of $843,440,000 for the month was $29,- 
485,000 less than a year ago. For the fourth quarter net 
operating income will unquestionably exceed the $119,- 
000,000 figure for the final quarter of last year by a 
very considerable margin. 


Business Trend the Biggest Factor 


Looking ahead from a purely cyclical point of view, 
the big question is not only what legislative remedies 
may come out of Washington, but especially what the 
general business trend will be. A couple of years of 
sustained economic recovery, with the heavy industries 
included, would work wonders for rail earnings and for 
prices of rail securities, since there is a very big leverage 
working for rail stocks and junior bonds when earnings 
are moving up and against them when earnings are 
declining. 

With the exception of a few rail bonds so secure that 
they are affected by interest rates more than traffic 
variations, there is no basis for investment in rail 
securities. A big majority of rail bonds—and, of course, 
stocks—range from semi-speculative through speculative 

to very speculative. Since the long-term 
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factors affecting most railroads are either 
bearish or highly uncertain, the only logi- 
cal approach in appraising the general 
run of rail issues is from the cyclical and 
speculative point of view. In the opinion 
of this publication, present owners of 
rail securities should concentrate on the 
practical problem of picking a favorable 
selling level. There is probably no need 
for hurry. Aside from short-term and 
intermediate fluctuations, there seems to 
be a reasonably good chance for an eco- 
nomic recovery strong enough to pro- 
duce, sometime within the next year or 
two, substantially higher prices for rails 
than now obtain. 

Among individual railroads the varia- 
tions in earnings, in coverage of fixed 
charges, in working capital, in traffic 
density, in capitalization, in composition 
of traffic and in economic outlook of ter- 
ritory served are almost infinite. For 
instance, there are such extremes as Nor- 











folk & West- (Please turn to page 286) 
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Changing Stage 


In Our Eeonomic Evolution 





A New Industrial South 


BY PRESTON FIELD 


y= who ought to know what they are talking 
about tell us that: — 

The mistakes of Government farm planners threaten 
cotton and the cotton goods industry with economic ruin. 

The cotton kingdom is tottering under the competi- 
tive assaults of rayon and paper, regardless of Govern- 
ment crop control. 

The backward, poverty-stricken South — mainly de- 
pendent on cotton for its cash income — is the country’s 
Vo. 1 economic problem. 

The rapid industrialization of the South is our No. 1 
economic opportunity, a means of increasing the national 
wealth and the national income. 

The industrialization of the South is a serious threat 
to the industrial empire of the North. 

Now this is certainly a confused picture. Dramatic 
generalizations dealing with the slow evolution of com- 
plex economic relationships are usually confused and 
contradictory. True, there is drama in the South’s prob- 
lem—or the South’s opportunity—but it is the drama 
of a glacial movement and not of an earthquake. It has 
been going on for years and will go on for years to come. 
As an economic problem it is less menacing than it is 
pictured to be by the viewers-with-alarm. As an eco- 
homic opportunity it is less dynamic than it is pictured 
by the more optimistic dreamers. 

Recently the South’s economic “plight” has been 
described at great and gloomy length in a report pre- 
sented to President Roosevelt by the so-called National 
Emergency Council. Two bits of nonsense from this 
document cast more than minor doubt upon its contri- 
bution to our economic knowledge. As taken from press 
summaries, they are as follows: 1, the South depends 
on cotton and tobacco for two-thirds of its cash income; 
2, the South’s increase in industrial activity results 
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from removal of cotton goods manufactories from New 
England. 

The fact is that United States census figures indicate 
bevond a shadow of doubt that in any fairly good year, 
such as 1936, the total value of manufactures in the South 
is around $9,500,000,000. of which cotton goods account 
for less than 10 per cent. Value of mineral products— 
chiefly petroleum and bituminous coal—is around 
$1,500,000,000 a year. Thus, manufactures and minerals 
come to $11,000,000,000—to say nothing of non-agricul- 
tural economic activity represented by utilities, railroads, 
trade, professions, etc. Value of all southern farm crops 
in 1936 was $2,437,000,000. The combined 1936 value 
of the cotton crop, cotton seed and tobacco was $1,128,- 
000,000 or less than one-tenth of the value of manufac- 
tures and minerals; and also less than the annual wage 
income of southern industrial workers. Maybe the Na- 
tional Emergency Council was talking about Mississippi! 

Moreover, the inference of this report that southern 
industrial activity chiefly reflects the shift of the cotton 
textile industry from the North is grotesquely erroneous. 
That shift is an old story and a virtually completed story. 
The damage that it did to employment and trade in the 
North—balanced, from a national point of view. by bene- 
fit to employment and trade in the South—is likewise 
an old story. 

The cotton textile industry is no longer growing, either 
in the South or the North. The significant southern in- 
dustrial growth is now chiefly in new industries—notably 
chemicals and paper—which represent additions to the 
country’s sum total of production and employment, 
rather than competitive shifts; and which, therefore, not 
only do no harm to northern industry but actually 
enhance its sales potentialities. 

Naturally, in the growing industrialization of the 
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South some southern enterprises will compete with some 
northern enterprises—but the kind of mind which sees 
economic evil in this is the kind of mind which believes 
trade restrictions and high tariffs are good things. In 
fundamental principle, it should be obvious that the 
more economic activity we have in every section of the 
country, the more prosperity for the country as a whole. 

Imagine for a moment that the South, as we know it 
today, does not exist. Imagine that we suddenly dis- 
cover, south of the Ohio River, a vast territory blessed 
with abundant raw materials and a benign climate, and 
inhabited by millions of human beings capable of doing 
intelligent work, but lacking the modern tools of produc- 
tion—machinery, capital, industrial management. Would 
we fear developing the maximum economic potential- 
ity of it? Not unless we were crazy? 





Paper, Viscose Corporation, Johns- 
Manville, Pittsburgh Plate Glass, 
Owens-Illinois, Masonite, American 
Can, Continental Can, Tubize- 
Chattillon, Texas Company, Gulf 
_ Oil, Standard Oil (N. J.), Swift, 

Cudahy, etc. 

Increased investment in southern 
production facilities by these and 
many other enterprises is merely a 
matter of practical economics—the 
economics of raw materials, labor, 
climate, transportation, markets. 
The attraction of “cheap and good” 
labor, although real, is generally 
exaggerated. For example, expan- 
sion of chemical plants in the South 
has been especially notable in re- 
cent years—and the present value 
of chemicals produced in the South 
substantially exceeds the value of 
southern-produced cotton goods— 
yet the labor cost in chemicals is 
relatively low and in no event is it 
important enough to determine 
choice of location of a chemical, plant 
as between the North and the South. 
So far as the cotton problem is concerned, the wisdom 

or folly of the New Deal crop control and price-pegging 
policies constitute only one part of a complex picture. 
No doubt the Government’s effort has weakened the 
economic position of cotton, but it is rather to be doubted 
that any solution can be found from the political ap- 
proach. In theory, the only possible remedy is a low- 
price policy, but as compared with the normal prices of 
the past the present 9-cent cotton is cheap and it is open 
to question whether any feasible cost-reduction could 
provide a fully satisfactory answer. 

The price of cotton in 1936-1937 averaged much less 
than half what it was in the 1923-1925 period, but 
the reduction did not bring a material increase in our 
domestic per capita consumption. In an_ increas- 





The analogy—while extreme—is pertinent. 
Furthermore. to look upon the gradual— 
but quickening — industrialization of the 
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South from a narrowly sectional point of 
view is all the more absurd for the reason 
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that our industrial growth today is in the 
main the growth of Big Business, the growth 
of corporations which are not northern or 
southern or western enterprises but enter- 
prises which do business throughout the 
country and, often, throughout the world. 

To name but a few of the more promi- 
nent, companies which in recent years have 
expanded their facilities in the South, or 
which are now engaged in such expansion, 
include United States Steel, Sears, Roebuck; 
Montgomery Ward, Cluett, Peabody; Inter- 
national Harvester, du Pont, Monsanto 
Chemical, Dow Chemical, American Cyana- 
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mid, International Paper, Container Cor- 
poration, Union Carbide, Union Bag & 
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Cotton exports point downward 


THE MAGAZINE OF WALL STREET 








ingly 
pacit 
incre 
tainl. 
of fo 
ernm 
woul 
such 
form 
decre 
no fe 
the ei 
thetic 
we ir 
papel 
Tt 
indus 
the c 
may 
natur 
per ac 
almos 
proba 
the fc 
paper 
Per 
be to 
to faci 
long r. 
We st: 
—shar 
share 1 
it will 
be a si 
Over tl 
varvin; 
bales a 
foreign 
tween 
eration 
in crop 
only 8,( 
would 
future 
tion, th 
Ther 
tural fi 
be inva 
kingdo1 
of the 
econom 
be mea: 
On the 
ton out 
devasta 
strated 
existing 
have ra 
the cott 
other sy 
no seric 
The ¢ 
ton farr 
spent sc 


DECEMI| 


























ingly nationalistic world—with productive ca- 
pacities in all major raw materials vastly 
increased during the last generation—there cer- 
tainly would have been a competitive increase 
of foreign cotton output, regardless of our Gov- 
ernment’s policy. No feasible price change 
would alter the circumstances which now cause 
such countries as Japan and Germany—both 
former heavy buyers of American cotton—to 
decree use of synthetic substitutes. Probably 
no feasible price change in cotton would halt 
the competitive inroads of rayon and other syn- 
thetic textiles more than temporarily. Nor can 
we imagine a cotton price low enough to run 
paper towels and napkins out of the market. 

It may be that science in time can find new 
industrial uses for cotton or for the cellulose in 
the cotton plant—but as a source of cellulose it 
may be noted that slash pine will seed itself 
naturally at a rate as high as 40,000 seedlings 
per acre and thrive without cultivation on lands 
almost valueless for other crops. It seems im- 
probable that the cotton farm can ever vie with 
the forest as a source of raw material for the 
paper and synthetic textile industries. 

Perhaps the soundest national policy would 
be to bow to the apparently inevitable and seek 
to facilitate—as painlessly as possible—a drastic, 
long range readjustment in the status of cotton. 
We still have an important—although declining 
—share of the world market. Our remaining 
share will not disappear overnight; and probably 
it will never disappear entirely. Nor will there 
be a sudden ruin of cotton from synthetic fibers. 
Over the past twenty vears our annual cotton crop, while 
varying enormously, has averaged about 12,500,000 
bales annually. If we can find a market, domestic and 
foreign, for 10,000,000 bales a year, the difference be- 
tween this and our average output during the past gen- 
eration would be, at present prices, around $150,000,000 
in crop value, including cotton seed. If we can market 
only 8,000,000 bales, the difference, figured the same way, 
would be, roughly, $270,000,000 a year. Should the 
future market equal merely present domestic consump- 
tion, the difference would be around $390,000,000 a year. 

There is no intention here to imply that such conjec- 
tural figures represent the total money loss that would 
be involved in any such drastic shrinkage of our cotton 
kingdom. The cotton farmer is, of course, only one part 
of the picture; and as an integral part of the southern 
economy the commercial importance of cotton cannot 
be measured simply in terms of its value as a farm crop. 
On the other hand, a major long run curtailment in cot- 
ton output would not necessarily—or even probably— 
devastate the cotton goods industry. It has been demon- 
strated that rayon yarn can be woven satisfactorily on 
existing cotton looms. Many cotton converters already 
have rayon departments. In short, gradual change in 
the cotton textile industry to increasing use of rayon or 
other synthetic fibers as the basic material would involve 
no serious industrial dislocation. 

The chief victim is—and will continue to be—the cot- 
ton farmer. In his alleged behalf the Government has 
spent some hundreds of millions of dollars in its crop- 
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control-soil-erosion activities and in price-pegging loans 
under which Uncle Sam has become the uncomfortable 
owner of about 10,000,000 bales of surplus cotton. After 
several years of this huge spending and lending from 
Washington, the cotton problem is farther from solution 
than before. Would it not be in order for the Govern- 
ment to turn its thoughts and its money in the direction 
of facilitating a basic, economic readjustment? There 
seem to be two logical long range remedies: first, more 
diversified farming, aimed, at the least, for more secure 
family self-sustenance, if not for additional sources of 
cash income; and, second, establishment of a more diver- 
sified and better balanced southern economy through 
continuing industrialization. 

Government cotton money spent in furthering these 
two general objectives would be better spent than is now 
the case. But whatever the Government’s policy and 
planning, economic compulsion will sooner or later solve 
the problem in its own way. Well before the dawn of 
the New Deal, leaders of public opinion in the South 
were incessantly preaching the gospel of diversification 
in farming and industry. Of more practical effect, the 
pressure of economic law was working toward the same 
end—the unwritten law that moves human beings to 
seek profit where opportunity appears greatest. 

But we must avoid the mistake of giving any exag- 
gerated impression of the progress of industrialization 
in the South to date. In 1900 the value of southern 
manufactures was 13.7 per cent of the country’s total 
manufactures; in 1910 it was (Please turn to page 284) 
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Eighth im Size, First in Profits 


Inland Steel Has Enviable Record and Favorable Outlook 


BY GEORGE L. MERTON 


Fw steel producers can match the distinguished record 
of Inland Steel over the past ten years. In fact only one 
of the major steel companies—National Steel—has been 
able to better Inland’s profits during this period but, as 
will be seen, company for company this very fact in itself 
serves further to emphasize Inland’s outstanding achieve- 
ments. Yet among the ten leading steel producers Inland 
in size outranks but two and its assets are less than 8 per 
cent of U. S. Steel’s. The prodigious offspring of an in- 
dustry where not only the intense competition and 
marked technological progress make the most rigorous 
demands upon corporate stamina, 


located at Indiana Harbor, Ind., had an annual ingot 
capacity of 1,800,000 tons, of which about 80 per cent 
was the heavier grades of steel such as rails, plates, struc- 
tural shapes, etc. At the end of that memorable year, 
Inland had a funded debt of $29,400,000, which was 
small even then in contrast with most other large pro- 
ducers, and working capital totaled $32,000,000, of which 
cash of nearly $6,000,000 was more than sufficient to 

meet current liabilities of less than $5,000,000. 
In passing it is worth noting that Inland, well heeled 
financially, and with a modest capitalization, was pre- 
pared for the disastrous business 





but one which is tritely but none- 
theless aptly labelled “prince and 
pauper,” Inland Steel obviously 
must have “something on the ball.” 

Nearly every success story is 
interspersed with an element of 
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the success of Inland Steel. The 
company’s history has been one 


of foresighted management, con- Sales 1936.............. 
sidered as d ex ti l Foutes Wet... 0.6.5. 
sidered expansion and exceptiona i... 


plant efficiency. Now at a time Earned Per Share 1936. .. 
when the entire steel industry is 
undergoing sweeping internal re- 
alignment, and from which no 
producer will be immune, those 
factors which have stood Inland 
in such excellent stead in the past 
may well be even more effective 
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years which lay immediately 
ahead. So much so in fact that 
the management had no com- 
punctions about going ahead 


2,800,000 tons boldly with its plans for larger 


Seee,eanene facilities and increased productive 
102,237,966 . 
52,327,198 capacity. The company was one 
17,163,660 of the last to retrench on capital 
10,056,137 vi ° 
caneanen outlays during the depression 
110,744,037 years, and one of the first to re- 
98,903,896 new heavy expenditures for plant 
52,900,000 A 
aaa 1,573,950 shs. and equipment. ; ; 
$8.54 From 1930 to 1936 inclusive, 
oe cio the company spent more than 
an 2.00 $48,000,000 on machinery and 


equipment. Major additions in- 


hanes a nian cluded a continuous hot-strip mill 
vanouek $5.00 with an annual capacity of 600,- 
2.50 


000 gross tons and a 100,000-ton 
tin plate mill. The addition of the 





in the future. 

In pausing for a brief look back at the Inland Steel 
company of ten years ago, it is recognized that history 
and precedent are often fickle criteria for evaluating the 
future. But in the case of Inland the company’s expan- 
sion program over the past decade has contributed so 
vitally to its success in recent years, that some measure 
of the company’s growth during this period seems 
worthwhile. 

In 1929 Inland reported gross sales of about $69,000,- 
000; net income amounted to $11,712,374, equal to $9.76 
a share for the 1,200,000 shares of common stock then 
outstanding; and total assets at the end of 1929 were 
$103,202,000. At that time the company’s principal plant, 


continuous mill not only enabled 
the company to add to its line a number of important 
light steel items not previously produced, but also per- 
mitted ft to manufacture more economically products 
previously turned out by ten sheet mills located in Mil- 
waukee. All of these latter mills were subsequently sold 
or dismantled. The addition of tinning and tin plate 
facilities was likewise a new departure for Inland. The 
decision of the management to enlarge the company’s 
capacity for producing lighter types of steel has since 
proved to have been a very timely one. 
Although free-handed in its expenditures for new 
equipment, Inland’s management wisely adopted a more 
close-fisted attitude toward dividends. In the years 1929 
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Courtesy Inland Steel 


and 1930 the company’s profits aggregated $18,200,000. 
Dividends, however, in these years were less than 50 per 
cent of earnings. As a result the company was able to 
finance the major portion of the 1930-36 expansion pro- 
gram out of earnings. From 1929 to 1936 profits totaled 
more than $42,000,000, of which less than $22,500,000 
was disbursed as dividends. In the same period the com- 
pany’s cash account recorded a net gain of more than 
$45,000,000 after dividends, and against earnings during 
these years a charge of more than $25,000,000 was made 
for depreciation. 

As a result of these conservative financial policies, the 
management was able to spend $48,144,122 on the com- 
pany’s properties, while limiting additions to funded 
debt to less than $15,000,000. Moreover, Inland emerged 
from the depression with a credit rating so high that 
in 1935 it was able to dispose of a $10,000,000 bond issue 
bearing the low rate of 3 per cent interest. Later in 1936, 
the company refunded all of its 4144 per cent bonds 
through a new issue carrying a 384 per cent coupon. 

While the installation of new equipment and the erec- 
tion of additional plant facilities was going forward, the 
company’s program of expansion and integration was 
nicely rounded out by the acquisition of two going con- 
cerns—Joseph T. Ryerson & Son and the Milcor Steel Co. 

The name Ryerson is one of the oldest in the iron and 
steel industry and Joseph T. Ryerson & Son is one of 
the largest merchandisers of finished and semi-finished 
steel products in the country. With large warehousing 
facilities located in practically every industrial center 
east of the Rockies, Ryerson is able to fill small lot 
orders on short notice. Moreover, the company performs 
a multitude of special services such as cutting, welding, 
shaping, punching, etc. 

Milcor Steel Co. specializes in the manufacture of an 
extensive line of sheet steel building materials, such as 
roofing, metal lath, sidings, heating materials, etc. The 
company has two plants, one in Milwaukee, the other 
in Canton, O. 

Both of these companies were brought into the Inland 
fold through an exchange of stock, Inland issuing 240,000 
shares for Ryerson and 59,000 shares for Milcor. 

The year 1937 saw no letup in the program of solidi- 
fying Inland’s position in the steel industry. The outlay 
in that year for improvements and additions totaled 
$23,296,098, some $9,000,000 larger than 1936. To the 


DECEMBER 17, 1938 


Panorama of Inland Steel's Indiana Harbor works. 





company’s properties, as a result, were added a 1,000-ton 
blast furnace. a battery of coke ovens, a 44-inch con- 
tinuous strip mill and five additional open hearth fur- 
naces with an annual capacity estimated at 440,000 tons. 
At the end of the year there remained an unexpended 
balance against appropriations of some $6,000,000. 
Thus, up until the beginning of the current year In- 
land had spent or appropriated nearly $75,000,000 in 
enlarging its facilities and, in addition, through an ex- 
change of stock, broadened the scope of its activities 
through the acquisition of two companies firmly estab- 
lished in branches of the steel industry in which Inland 
had not previously been represented. The concrete re- 
sults of this program have been most impressive. 
Productive capacity has been increased to 2,800,000 
tons. Net sales last year of $110,744,000 were the largest 
in the company’s history. Net income would likewise 
have set a new record had it not been for the costly 
effects of a five-week strike which tied up both of the 
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company’s plants. As it was net income of $12,665,317 
was less than $200,000 under the record-breaking level 
of 1936. The equivalent of $8.05 a share was earned on 
the company’s.common stock and dividends totaled $5, 
the largest disbursement since 1928. 

The extent to which the company’s output has been 
diversified is indicated by the fact that last year out of 
total shipments of 1,750,000 tons, 60 per cent was light 
steel. It will be recalled that in 1929, 80 per cent of the 
company’s output was heavy steel. Of total production 
last year, tin plate accounted for 5 per cent; galvanized 
sheets, 5 per cent; bars, 20 per cent; hot-rolled sheets, 
15 per cent; and cold-rolled sheets, 15 per cent. Today 
Inland is able to supply practically any kind of steel; 
in 1929 tonnage was sold principally to the railroads 
and the heavy construction industry. No longer depend- 
ent upon the consumption of heavy steel, a source of 
demand which may all but disappear during periods of 
severe business depression, Inland’s earnings in the future 
may well compare even more favorably with those of 
larger producers than they have in the past. That this 
is something more than a generous assumption is indi- 
cated by the ability of the company to maintain oper- 
ations at about 40 per cent of capacity in the first six 
months of this year, while the steel industry as a whole 
was not able to average better than 31 per cent. 

It is true, of course, that practically every other major 
steel producer has taken steps in recent years to enlarge 
its capacity for the production of light steel. As yet, 
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however, there is nothing to indicate that In- 
land’s demonstrated competitive advantage has 
in any way been impaired. Inland has certain 
natural advantages which are not shared by 
other producers. 

For one thing, being a comparatively smail 
company to begin with, it was much easier for 
Inland to co-ordinate its expansion program 
with existing facilities to the end that the maxi- 
mum producing efficiency was retained. Produc- 
ing efficiency, it should be emphasized, is of 
course a means to an end—a tangible dollars and 
cents end. The extent to which Inland has suc- 
ceeded in developing a high degree of plant effi- 
ciency is to be found in the company’s profit 
margins. Last year despite the heavy costs im- 
posed on the company by a strike, Inland showed 
a margin of profit of 11.4 per cent. The only 
company with a larger margin was National 
Steel, which showed 12.2 per cent. Inland’s mar- 
gin was better than National’s in 1936 and would 
probably have been better last year had the 
strike not intervened. U. S. Steel with a profit 
margin of 8.7 per cent was the nearest compar- 
able company to either Inland or National. 

Of all the leading producers, Inland last year 
showed the largest earnings per ton of ingot 
capacity—$5.41 as compared with $5.24 for 
National and $3.68 for U.S. Steel. In 1936 these 
comparisons were even more marked, being 
$5.47, $4.65 and $1.96 respectively. Of the com- 
panies reporting total production last year, In- 
land by a considerable margin showed the largest 
earnings per ton of steel produced. Inland’s 
figure of $7.24 compared with $3.68 for U. S. 
Steel, which made the next best showing. National did 
not report total production. All of which represent tan- 
gible returns from the management’s foresighted plans. 

Including property, plant and equipment carried on 
the company’s balance sheet at a depreciated value of 
some $102,000,000, total assets at the end of 1937 were 
$158,300,000, an increase of $55,000,000 since 1929. In 
the same period, however, funded debt was increased 
only $23,500,000 to $52,000,000. Moreover, this indebted- 
ness carries the low average interest rate of 31% per cent. 
Outstanding common stock was increased 373,950 shares 
to 1,573,950 shares. There is no preferred stock out- 
standing. Total invested capital at the end of 1937 was 
$143,363,683, equal to about $61.27 per ton of ingot 
capacity. While this ratio is fairly large in comparison 
with National’s $52.85, Republic’s $51.53 and American 
Rolling Mill’s $52.14, it is lower than U. S. Steel, Beth- 
lehem and Youngstown. On the other hand Inland’s 
invested capital is very low in relation to the company’s 
earning power. Last year Inland earned 10.2 per cent 
on invested capital and in 1936 the figure was 11.8 per 
cent. In these years National showed 11.3 and 8.8 per 
cent respectively, while last year U. S. Steel earned 5.9 
per cent, Bethlehem 5.8 per cent, and Republic 4.2 
per cent. 

At the end of last year Inland’s current assets totaled 
$52,327,198 and cash alone was some $7,000,000 in excess 
of current liabilities of $10,056,137. Since 1929, the com- 
pany’s net working capital (Please turn to page 286) 
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How New Trade Pacts Affect 


U. 8. Industry 


L. appraising the economic impact of Canadian and 
British trade agreements signed on November 17, sight 
should not be lost of the fact that the new rates will be 
extended to all nations, except Germany, from which we 
import; and that Canadian and United Kingdom reduc- 
tions on goods imported from the U. S. apply to practic- 
ally all other nations outside the United Kingdom, in- 
cluding Germany. As a rough estimate this favored 
nation principle subjects to the lower tariffs about double 
the volume of foreign trade with Canada and the United 
Kingdom that is directly affected. 

Statistically, out of total exports last year of some 
$1.080,000.000 to Canada, the United Kingdom and her 


FAVORABLY AFFECTED 


Aircraft: Moderate reductions in British tariffs on our exports of 
planes and parts. 

Anthracite Coal: Canada removes excise tax of 3% or 20c a ton 

Automobiles: Chief benefit from expanding farm purchasing 
power in this country through reductions by England in duties on a 
great variety of our agricultural exports. Removal of Canadian 3% 
excise tax may help independent producers here; but the ‘Big Three” 
have branch plants in Canada. 

Canning: Should be helped materially next year by British and 
Canadian cuts on our canned vegetables and fruits. 

Carpets and Rugs: Export sales to result from cuts in Canadian 
duties should much more than compensate for moderate competition 
which might follow upon our reductions in rates on higher priced 
oriental weaves imported from England. 

Cigarettes: Will benefit from reduction in Canadian import duties. 

Electric Equipment: Substantial export gains expected over a 
period of time through tariff reductions by both Canada and the United 
Kingdom. 

Machinery: Moderate tariff reductions should be of some help 
in expanding sales of mahinery, tools and hardware to Grezt Britain and 
Canada. 

Meat Packing: Chief benefits will come from elimination of the 
10% English tariff on lard and the increased quota on cured pork 
imported from the U. S. Reciprocal reductions by Canada and the 
U. S. in duties on pork will be mutually offsetting. 

Office Equipment: Substantial tariff cuts by both Great Britain 
and Canada should boost our exports of metal furniture, calculating and 
dictating machines; mailing and check writing machines; but cash 
registers and typewriters will not be materially helped, since the prin- 
cipal manufacturers have branch plants in Canada from which England 
is supplied duty free. 

Shoes: Reciprocal concessions by the U. S., Canada and Great 
Britain will increase both exports and imports of shoes, which should be 
of general benefit to producers. 

_ Soap: Moderately increased competition through imports of fancy 
toilet soaps from United Kingdom should be much more than offset by 
increased exports of other than toilet soaps to England and Canada. 

Toilet Preparations: Will benefit a little from reduced British 
duties on imports from the U. S. 


Whiskey: Canadian duty of $10 a proof gallon has been cut to $6. 
Agriculture: Farmers will be the chief beneficiaries of the two 


new trade agreements; though Secretary Wallace estimates that only 
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Crown Colonies, the U.S. has obtained tariff reductions 
on about $143,000,000 or 13 per cent; and has secured 
agreements that these nations will not raise their tariffs 
to us within three years on an additional $430,000,000, or 
40 per cent. Against this, out of total imports last year 
of $912,000,000 from Canada, the United Kindom and 
her Crown Colonies, the U. S. has granted tariff reduc- 
tions on $136,000,000 or 15 per cent; and has bound $632,- 
000,000, or 70 per cent, against rate increases during the 
next three years. Thus the bindings are more than four 
times as significant as the reductions. 

The business effect of the new trade pacts upon indi- 
vidual industries in the U. S. are briefly as follows: 


10,000,000 acres out of the 285,000,000 which are expected to be 
under cultivation next year will be required to fill the increased export 
demand resulting from all 20 of the reciprocal trade pacts signed to date 
Sizable reductions on our fruits, grains and live stock are in effect. 


UNFAVORABLY AFFECTED 


Dairy Products: Concessions on whole milk, cream, cheddar 
cheese, eggs, and dried buttermilk may depress American prices mod- 
erately in localities near the border during seasons when there is a 
surplus of Canadian milk supply. 

Leather: U. S. concessions on nearly all types of leather, ranging 
from 17% to 40%, are expected to more than counterbalance the 50% 
reduction on our patent leather allowed by Great Britain 

Linoleum: Concession granted to England on inlaid linoleum, 
cork carpets etc. may a little more than counterbalance moderate bene- 
fits from Canada’s reductions on our similar products 

Paper: Industry here is much agitated over large cuts by U. S. on 
uncoated book paper from Canada. 


Refractories: Duties cut by U. S. on fire brick and refractory 
cement from Canada. 
Textiles: Producers of specialty weaves and more costly cloths of 


cotton and of wool will encounter keener competition from British 
imports into the U. S.; but producers of staple lines will be helped some 
through tariff reductions by Canada. 


Zine: Only major non-ferrous metal to be affected by lower duties 
is Zinc, upon which the rate into this country from England has been 
cut 0.35¢ a pound. Producers in Canada and Peru also receive the 
same concession. Threatened increase in competition has recently led 
domestic producers to cut the price by 0.55c. 


INDUSTRIES NOT AFFECTED 


Aluminum: Will not be greatly hurt by 25% cut on imports 
from Canada; since the International Aluminum Cartel controls produc- 
tion and allocates markets. 

Chemicals: Many reciprocal tariff reductions on specific items; but 
neither prices nor volume of trade will be greatly affected 

Nickel: Only minor amount produced in U.S. Tariff reduction 
on imports from Canada will be passed along to the consumer; so that 
Canadian producer will benefit in long run only by expanding demand 
resulting from lower price. 

Steel: Tariff cuts on Steel from Canada are small compared with 
laid-down cost here; and only minor changes in trade volume are 
expected to result. 
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As the Trader Sees Today’s Market 


Market Barometers—The Blast Furnace Theory 


BY FREDERICK K. DODGE 


be the course of improving his market background the 
trader often runs into zealots of some one particular 
theory or market indicator, a pet guide to which they 
cleave until death or bankruptcy do them part. These 
men are often interesting to talk to because they know 
their subject so well; but no one needs to be warned 
against staking his money on the judgment of the one- 
track trader more interested in vindicating his theory 
than in getting results. The men thus committed to a 
“system” are actually handicapped by their intensive 
study, since it bars so many legitimate fields of informa- 
tion to them. 

The contrast is refreshing when one encounters—infre- 
quently—the type of mind which has digested the many 
theories and statistical methods, has found the valuable 
things in them, yet has remained independent of any one 
of them. Perfectly willing to consider coil triangles or 
head and shoulders formations, or to talk in terms of 
fundamental money conditions, or to watch second-grade 
bonds as a barometer of the stock market, this type has 
learned that the successful method of one phase need not 
work at all in the next. If you happen to meet one of 
these men, you will notice two things about them: they 
are acquainted with whatever theory of the market is 
currently in vogue, and though they are willing to follow 
it at times they retain a certain amount of skepticism 
toward it as the final solution. Furthermore, they are 
among the most successful of traders. 

This preamble is to introduce the first of a series of 
brief and informal discussions aimed at outlining the 
barometers of business or the stock market which have 
been successful enough in the past to attract a following. 
The theories to be included range all the way from old 
standbys like the one discussed below to the latest rela- 
tionships developed during the last few years of SEC 
markets. The disadvantages of each will be pointed out. 
but taken as a whole the series is certain to contain in- 
valuable clues to the future as the conditions of their 
former successes recur. 


The Blast Furnace Theory 
Although not very old in years, the Blast Furnace 


Theory has the two distinguishing marks of venerability: 
many people are familiar with the name, but not one in 
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several thousand has better than a garbled idea of what it 
is. Yet it is actually very simple and under former con- 
ditions had much logic to support it. 

The original purpose of plotting blast furnace activity 
was to secure a sensitive index of the industrial pace. 
Since steel and iron are factors in most of the operations 
of business, it was expected and found to be true that 
blast furnace activity would mirror accurately any goo: 
index of industrial activity. Steel producers try to avoid 
taking these furnaces out of production or blowing them 
in except when absolutely necessary, because of the cost 
involved. This reluctance to move until sure of future 
needs is just about sufficient to offset the industry’s 
natural attempts at predicting several weeks ahead. Blast 
furnaces are thus without any extreme lag or lead as 
compared to business, and the figures on furnaces are 
available with relatively little delay. 

Until the “new era” of the late twenties, business 
booms and stock market booms had practically never 
coincided. When conditions became sufficiently flourish- 
ing to induce borrowing for expansion of plant and 
equipment and inventories, credit was drawn out of the 
market and into business. Conversely, by the time busi- 
ness had slumped and no longer needed credit, eas) 
money conditions had started stocks and bonds upward. 
Out of 600 months up to this time, only a scattered two 
dozen had seen a major decline in the stock market while 
business was below normal. The consistent lag of indus- 
try behind the market was such that when business had 
fallen below normal the market had already discounted 
the slump and was near a turning point. 

Blast furnace activity, it was found, centered about « 
long-term norm of 60 per cent. Levels substantially 
higher indicated a boom, and substantially lower a 
depression. The investor, therefore, who bought securi- 
ties when the blast furnace rate fell below 60 per cent 
was over a span of years paying somewhere near bottom 
prices for his stocks and bonds, while sales soon after the 
rate rose above 60 per cent were fairly near the market 
peak. That, in short, is the Blast Furnace Theory, and 
a very good one it was, in pre-boom days. 

Lay it to the Federal Reserve system and changed 
money conditions, or to whatever you will, the fact is that 
a devout follower would have missed much of the 1929 
bull market by adhering to the Blast Furnace Theory. 
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Each of five consecutive years, as shown on the accom- 
panying chart, saw a rise in furnace activity beyond the 
empirically selected normal, yet the market continued on 
to new heights. This was new in history, to have a pro- 
longed business boom coincide with parallel action in the 
market. And the Theory was even more seriously mis- 
leading when late in 1929 furnace activity fell below 
60 per cent giving the signal to buy securities when three 
years of falling prices lay ahead. 

The record of the Theory had been remarkably good 
for many decades, but its spectacular failure ten years 
ago cut down its following. Thus when furnace activity 
topped 60 per cent in 1936, few traders or investors were 
disturbed at what would once have been a cautionary 
signal. Nevertheless, it rests upon a rather sound back- 
ground of common sense; and the thought that booms 
are only one step ahead of their corrections is worth a 
permanent place in anyone’s market philosophy. 

The chart presented herewith gives the additional 
factor of steel scrap prices, for their relationship with steel 
activity. The last decade has witnessed a rise in the pro- 
portion of scrap used in steel-making, as compared with 
pig iron, and the sensitive price of scrap has sometimes 
been more truly reflective of best opinion in the trade. 
This indicator is subject to occasional distortion. how- 
ever, by foreign purchases, notably for armaments. Scrap 
prices are useful, when correctly interpreted, as confirma- 
tion of trends in the steel industry; their forecasting value 
is little if any greater than that of the stock market itself. 


Leaders of the Fortnight 


The fortnight ending December 10 was a disappoint- 
ing one for any trader attempting to make a short turn 
in the market. Few of the leaders had a chance to jus- 
tify the appellation; price changes were more impressive 


in the secondary and low-priced issues. A turnover of 
145,100 shares in the period was enough to give General 
Motors second place in activity, and U. 5S. Steel with 
135,700 shares traded was in third place. a 
The leader in activity for the fortnight was Conti- 
nental Motors by a good margin. As a matter of fact. 
the 176,900 shares of this stock which changed hands 
represented over 7 per cent of the total pha 
as compared with a turnover of 144 per cent for Stee 
and only a third of one per cent for General Motors. The 
activity in Continental Motors was stirred up by the 
thought that the company’s engines may be in great 
demand in the aircraft building progrem. Continental 
sold as high as 28 in 1929, but for the last six years its 
range has been between a low of *4 and a high of 4. 
Now trading between 214 and 8, the stock naturally runs 
into a considerable supply near the upper figure. . 
Fourth in activity was Republic Steel, its turnover of 
124,400 shares amounting to somewhat better than 2 per 
cent of the common stock listed. This stock interests all 
speculators who are looking for a low-priced participa- 
tion in the steel industry. Greyhound was fifth with 
117,800 shares, hovering very close to 20 during the whole 
two weeks. Prior to the four-for-one split the high in 
this issue was 8014, and since then the high has been 21. 
touched recently, so the volume of trading in Greyhound 
is understandable on technical reasons alone, in addition 
to the dividend meeting which attracted many eyes. 
General Electric turnover was only 200 shares less 
than that in Greyhound, leading other equipments by a 
good margin. Anaconda was the only other issue to 
exceed 100,000 shares, with Chrysler falling 500 shares 
short of that mark. 
Transamerica registered the unusual volume of 96,300 
shares over the fortnight, active partly because of the 
SE C allegations of misleading (Please turn to page 288) 
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Outlook Favorable to Coppers 


Coming American Business Revival 
Will Dispel Current Uncertainties 


BY HENRY L. 


—_ interested in copper or in copper securities never 
have a dull moment. There is always something to watch 
—monthly figures on production and consumption, in- 
ventories, several different prices which can, and fre- 
quently do, change substantially within an hour or two 
and react one upon another. As for the market action 
of the copper stocks, few groups swing more widely. 
They can stage an amazingly sharp recovery from seem- 
ingly the worst possible conditions and are capable of 
equally amazing slumps when all appears to be for the 
best. These are disconcerting characteristics for those 
who like to buy their stocks and put them away, but 
such swings can be the basis of very material satisfac- 
tion for those that catch them even in part. 

Currently, the copper stocks are well off their tops for 
this year and it is apparent that there are a number of 
conflicting influences at work. These will have to resolve 
themselves sooner or later predominantly for good or ill, 
and it behooves the investor and speculator to take some 
definite action before the present phase of conflict ends. 
Let us take a closer look at the different forces that 
are operating. 

On the favorable side are the October statistics. The 
world’s stocks of copper in the hands of producers have 
been declining since May. Between this month and the 
end of October such stocks declined from 554,356 tons 
to 424,711 tons. At the same time, domestic stocks, to- 
taling 267,299 tons at the end of October, were the lowest 
since last December. Apparent world consumption dur- 
ing October rose 9,000 tons to 200,000 tons, the gain in 
the United States being sufficient to offset a decline in 
use abroad. 

The improving statistical position has brought about 
a substantial increase in price. Since June the domestic 
quotation has risen from 9 cents a pound to the present 
level of 11.25 cents. Electrolytic, which sold abroad as 
low as 8.621% cents in June, not long ago sold in the 
neighborhood of 11.70 cents. That matters were indeed 
looking up in copper may perhaps be best grasped by 
the realization that an increase of 1 cent a pound in the 
price of copper means about $2,000,000 a month to the 
world’s producers. Even this, however, was not enough 
for the more optimistic who began to talk of 15-cent 
copper. 

Fearing a runaway market such as was seen in 1937 
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BLACKBURN 


and which, incidentally, was the cause of caustic com- 
ment on the part of President Roosevelt, the interna- 
tional cartel announced on October 10 an increase in 
production from 95 per cent of basic quotas to 105 per 
cent. Seven days later output was made unlimited. In 
the United States, our largest strictly domestic concern. 
Phelps-Dodge, has been taking steps to increase output. 
while higher operating rates have been scheduled for the 
American properties of Anaconda and Kennecott. 
This, then, was the situation up to a short two months 
ago—demand was increasing, prices were moving up- 
wards and everything was apparently well in the copper 
world. But with what rapidity the situation changes! 
Following the announcement of unlimited output by the 
international cartel abroad, speculative positions were 
liquidated and prices started to slide downwards. A low 
of 10.22% cents a pound export was reached within 
the past few days. Electrolytic in the open market here 
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declined to 10.00 cents delivered at the 
Valley. While domestic producers have 
so far maintained the official price of 
11.25 cents, so great a difference be- 
tween this and the open market figure 


can hardly be maintained indefinitely Come 

and unless there be a substantial rally ™** Smelting & Ref... 

in the latter a cut in the domestic pro- “Meh 
Anaconda. .... 


ducers’ price can hardly be avoided. 
Finally, as if to confirm officially that 
the previous optimism had been over- 
done, the international cartel on No- 
vember 23 announced that the output 
of foreign copper would not be unlim- 


Andes Copper. 
Calumet & Heela... 
Cerro de Pasco 
Chile Copper... .. 
Inspiration. .... 


[Nternational Nickel. . 


ited, but would be cut to 110 per cent Kennecott... .. 
of basic quotas by January. Later, cuts Masme...-.--. 
|. aCe 


to 105 per cent, effective December 15, 
and to 100 per cent, effective January 
first, were announced. 

It could not have been, of course, 
merely the announcement of unlimited 


Phelps Dodge. .. 

Roan Antelope....... 
NF—Not available. 

value $5. 


Among the Leading Producers of Copper 


Earned Per Share* Divds. 
—————__—_———— Dec'l'd Current 
1937 Interim 1938 1938 Price 
6.54 1.53(6m) 2.25 52 
3.22 0.76(9m) 1.00 33 
3.62 0.65(9m) 0.50 33 
1.52 0.40(9m) 0.25 16 
0.93 def.(9m) 0.25 8 
5.18 NF 4.00 46 
5.07 1.47(6m) 2.50 34 
1.61 NF reer 15 
3.32 1.56(9m) 2.00 53 
4.60 0.76(6m) 1.75 43 
3.57 0.81(9m) 1.50 34 
0.98 NF wae 11 
2.51 0.76(6m) 1.00 42 
26.73%a 21.30%a 0.74 15 


a—Year to June 30. American shares represent four ordinary shares, par 


*—Generally before depletion. 





output that brought about this remark- 
ably rapid change. There must have 
been other unexpected developments of an adverse 
nature. One can find these in the French labor crisis and, 
perhaps even more important, in the very serious weak- 
ness which suddenly developed in sterling exchange. The 
French situation now looks more hopeful, at least on the 
surface, but one may seriously doubt that any rallies in 
sterling will be more than temporary. The deterioration 
in the British position is not such that one can envisage 
it being cleared up quickly. It is hard to say how much 
further influence this will have on commodity prices, 
copper included, but it has certainly contributed mate- 
tially to the declines already seen. 

Then, too, some of the optimism over the immediate 
future has slipped away from our own markets. Condi- 
tions abroad may have been largely responsible for this 
also, but these things react upon each other. Weakness 
in foreign markets tends to make for weakness in our 
own and this in turn reacts unfavorably abroad until 
one hardly knows at whose doors to lay the blame. 


What Now for Copper? 


Having traced the situation in copper from a peak of 
hopefulness to something closely approaching the reverse 
—and all within the matter of a month or two—the ques- 
tion which cries for an answer is: “Now what?” Demand. 
of course, is the real key to the outlook. The industry, 
both here and abroad, is showing a constantly better 
control over the supply side of the equation. Producers 
seem determined on no account to permit a repetition of 
the conditions that existed in 1932 when it began to look 
as if consumers would never be able to absorb the huge 
stocks that had piled up. Not even a 5-cent price was 
any appreciable stimulant and the millions of dollars in 
bank loans which some of the companies, notably Ana- 
conda, had contracted to carry their inventories became 
a serious threat to their very existence. The rapidity 
with which the international cartel recently acted to 
alter the output of its members is a significant indica- 
tion that supply is to be kept within reasonable bounds. 

With supply under control as it seems to be, it fol- 


DECEMBER 17, 1938 


lows that price, too, will be kept within some sort of 
limits. This is not to say that we shall have no fluctua- 
tions of importance, for we will—we have had them 
recently—but it does indicate the unlikelihood of the 
extreme fluctuations seen in the past, except possibly in 
the event of a major war. The probability of output 
being expanded to prevent runaway prices will not ap- 
peal to producers with relatively high costs like Inspira- 
tion and Miami, but it will be a good thing for the 
industry as a whole. However, what happens to the 
high-cost producers is beside the point to which we have 
been leading, namely, that the control being exercised 
over supply, and therefore price, leaves demand as the 
most important unknown factor. 

It will be, moreover, demand in this country rather 
than demand abroad of which the greatest hope may 
be held. Foreign copper consumption has been main- 
tained relatively well. This is partly the result of gen- 
eral business holding up better than it did in the United 
States and partly the result of intensified armament 
expenditures. Germany, for example, put tremendous 
quantities of copper in its war chest this summer. While 
no let-down in European rearmament expenditures can 
be foreseen, certain it is, bar the outbreak of actual war. 
that no great acceleration can be anticipated from 
this point. 

But here in the United States the situation is quite 
different. While we have unquestionably joined the 
world rearmament race, we have barely started by Euro- 
pean standards. The ink is hardly dry on some of the 
contracts for our six new battleships which will cost 
about $70,000,000 each. Then there are to be fleets of 
smaller ships and auxiliaries, to say nothing of the orders 
for munitions which the Army is giving and proposes to 
give. All this has not begun to consume the copper that 
will be needed eventually. 

More important yet, however, is the fact that the 
United States is on its way upward from a very serious 
business recession. Possibly so far as the demand for 
copper is concerned, the building industry holds out the 
greatest specific promise. (Please turn to page 288) 
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Real Beneficiaries 


of Rearmament 


BY MUNROE 


j United States is preparing to embark upon the 
most extensive program of national defense since the 
Armistice of 1918. Although thus far only the broader 
aspects of this program have been disclosed, it is virtu- 
ally certain that it will involve the expenditure of hun- 
dreds of millions of dollars both in public and private 
funds. Of course, the views of various factions in Con- 
ress will have to be aired, and there will be some opposi- 
tion, but in the end the main program will be endorsed 
and only the lesser details altered. A year ago defensive 
preparedness would have received little public support 
outside of official Army and Navy circles, but today, with 
the European events of last September still vividly in 
mind, rearmament is a popular public issue. 

Rearmament on a scale such as envisaged by the Presi- 
dent will inevitably have far reaching industrial effects. 
That it will impart a considerable impetus to industrial 
and business activity, no one can doubt. Yet it would be 
easily possible to exaggerate the immediate effects, par- 
ticularly so far as various industries and specific com- 
panies are concerned. While aggregate expenditures for 
rearmament bulk large, they will be spread not only 
among a sizable group of industries and companies, but 
they will be spread over a period of two, three and pos- 
sibly four years. 


Many Companies Will Share Orders 


The point is that some companies, owing to the par- 
ticular nature of their activities, promise to be immediate 
and substantial beneficiaries of rearmament expenditures; 
others will share in rearmament orders but this business 
will be only a comparatively small part of their major 
activities. Typifying the latter group are such large or- 
ganizations as Bethlehem Steel, U. S. Steel, Anaconda, 
Kennecott, duPont, Hercules Powder and the big elec- 
trical equipment makers. On the other hand there are 
numerous sinaller beneficiaries to whom orders for arma- 
ment equipment will represent an important part of an- 
nual revenue. It is to this latter type that the attention 
of the investor interested in the profits of the defense pro- 
gram is directed. 

Of the industries likely to reflect most conspicuously a 
national rearmament program, aircraft manufacture at 
this time appears to be easily the foremost. The latest 
indications are that the Army and Navy air force will be 
increased substantially—perhaps not to the extent of 
such ten or twelve thousand planes as has been discussed, 
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but certainly enough to demand output from manutac- 
turers several times the 1938 production. 

Unlike automobiles, the manufacture of airplanes has 
not vet been placed on a mass production basis. There- 
fore, with the industry imminently faced with an un- 
precedented volume of orders, a necessitous expansion in 
productive capacity is foreshadowed. Taken as a whole. 
the industry could produce perhaps twice the present 
volume but unless the program is slowed down to a four 
or five year proposition this will not suffice and probably 
next year will witness considerable new financing on the 
part of the aircraft industry for the purpose of enlarging 
plant capacity. Thus far, however, there has been no 
tendency on the part of manufacturers to anticipate 
large Government orders, apparently awaiting the actual 
awarding of contracts. It is possible, however, that the 
Government in order to speed up production may devise 
some method of enabling manufactures to finance larger 
capacity. 


Leading Aircraft Manufacturers 


There are no indications that the Government favors 
any particular aircraft manufacturer and the awarding of 
contracts will in all probability continue to be made to 
low bidders. In the past it has been the policy of the War 
Department to divide the orders as much as possible 
among the leading manufacturers. The latter include 
Douglas, Curtiss-Wright, Boeing, Consolidated, Grum- 
man, United Aircraft, Martin, Bell and Lockheed. All 
of these companies currently have received sizable orders 
for both Army and Navy aircraft. Of them, however. 
only United Aircraft and Curtiss-Wright manufacture 
aircraft engines. 

In addition to Pratt & Whitney “Wasp” and “Hornet” 
aircraft engines, United Aircraft manufactures Chance- 
Vought military planes, Sikorsky flying boats and Hamil- 
ton propellors. The company’s activities cover such an 
extensive field that it would stand to benefit materially, 
regardless of which airplane manufacturer did the actual 
construction. The company’s sales practically doubled 
between 1935 and 1936, while in 1937 the total of $28.- 
671,942 was some $6,600,000 greater than 1936. Sales this 
year may exceed $35,000,000, with earnings closely ap- 
proximating $2 a share. At last report the company’s 
financial position was excellent and of all the more promi- 
nent manufacturers United Aircraft is believed to be 
in the best position at this time to handle a fairly sub- 
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stantial increase in new business 
without any considerable expan- 
sion in present manufacturing 
facilities. 

Rated one of the world’s fore- 
most manufacturers of aircraft 
and engines, Curtiss-Wright this 
year has already established sev- 
eral new records. The com- 
pany’s earnings in the June 
quarter were the largest of any 
air craft unit in that period. 
Company’s earnings in the first 
half set a new high record and, 
moreover, were 10 per cent 
larger than earnings for all of 
1937. Alwaysa recipient of large 
Government orders, this business 
in the past has accounted for 
about 50 per cent of Curtiss- 
Wright’s volume. Suggesting 
the possible extent to which the 
company might share in national 
rearmament, regardless of which 
unit manufactures the planes, 
was the order placed with Cur- 
tiss-Wright last July by Lock- 
heed for 400 engines, believed to 


* 


be the largest single order of that @& 


type ever placed. 

During the past year the en- 
tire aircraft group has scored remarkable gains market- 
wise and has on frequent occasions displayed stubborn 
resistance to general market weakness. Some technical 
correction at least would appear to be overdue, even 
admitting the exceptional prospects faced by the industry 
at this time. Near term enthusiasm for aircraft issues 
might advisedly be tempered by the likelihood that Gov- 
ernment orders may be spread over a period of three or 
four years, suggesting that in many instances prevailing 
quotations have generously discounted probable near 
term earnings. 

Another important phase of the Government’s rearma- 
ment program is the substantial enlargement in naval 
forces. Under construction at the present time, or for 
which contracts have been awarded, are six battleships, 
one heavy cruiser, three light cruisers, twenty submar- 
ines, forty destroyers and one aircraft carrier. About 
half of these will be constructed in federal navy yards, 
while private corporations have been awarded contracts 
for the balance. The shipbuilding subsidiaries of both 
U.S. Steel and Bethlehem are engaged in naval construc- 
tion work, as are such companies as Bath Iron Works, 
Electric Boat and New York Shipbuilding. The shares 
of these three latter companies are definitely specula- 
tive, although not without a measure of promise based on 
possible market enthusiasm as the rearmament program 
actually unfolds. 

A somewhat more conservative opportunity for secur- 
ing investment participation in naval construction is 
afforded by the shares of Sperry Corp. Indirectly also 
Sperry will be benefited both by the increase in air forces 
and the modernization of army equipment. The com- 
pany manufactures various types of equipment for the 
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navigation of ships, control of gunnery fire, bomb sights, 
searchlights, radio direction finders and various other 
precision instruments used by aircraft, artillery and naval 
Profits in 1937 were the largest in the com- 
pany’s history and net in the first half of this year re- 
corded an increase of nearly 78 per cent over last vear 
and was 33.5 per cent larger than the previous peak for 
any half-year period which was established in the final six 

37. This year the company has paid total 


vessels. 


months of 1937. 
dividends of $1.60 as compared with $1.20 in 1937. Un- 
filled orders on hand are understood to insure capacity 
operations for some months to come. All of which has 
not gone unrecognized marketwise and recently selling 
above 44, the shares are close to their high for the year. 
As a longer term medium, however, the issue invites 
favorable consideration, and their acquisition during mar- 
ket reactions would doubtless prove profitable. 
Another company which appears likely to share rather 
substantially in the naval program is Midvale Co., of 
which about 62 per cent of its capital stock is owned by 
Baldwin Locomotive Works. Midvale is one of the two 
private firms now equipped to manufacture military and 
naval ordnance. The company manufactures projectiles, 
gun forgings, armor plate and guns, in addition to various 
important items for the public utility and railroad indus- 
tries. Midvale over the past year has received a number 
of sizable Government orders, and while actual figures 
are not available, the company’s unfilled orders at the 
present time, despite larger shipments this year, are prob- 
ably well ahead of the $6,200,000 on hand at the begin- 
ning of the year. Earnings this year may reach $8 a 


share which would compare with $6.71 a share in 1937. 
While it would be possible to invest directly in the shares 
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of Midvale (listed on the N. Y. Curb Exchange) the is- 
sue is inactive and quite volatile, and an indirect stake in 
this situation could be obtained through the medium of 
Baldwin Locomotive common stock. 

Colt’s Patent Firearms Mfg. Co., is the chief private 
manufacturer of machine guns, light anti-aircraft guns 
and small arms and also holds the Browning automatic 
rifle patents. The company in addition manufactures 
plastics and various types of electrical equipment. Re- 
recently Colt’s was awarded a contract for $2,093,000 for 
machine guns and a $350,000 contract for anti-aircraft 
guns. In 1936 and 1937 the company earned the equiva- 
lent of $4.13 and $5.81 a share respectively on 200,000 
shares of capital stock. This year, as well as in 1937, divi- 
dends paid totaled $4. 

Among the front rank beneficiaries of rearmament, 
Crucible Steel is unquestionably a prominent factor. The 
company is justly rated one of the foremost manufac- 
turers of alloys and specialty steels, of which a consider- 
able portion is utilized in the manufacture of high-speed 
machine tools. The company, in addition, manufactures 
projectiles, gun forgings, as well as steels for propellors, 
turbines, shafts and deck plates, torpedo and periscope 
tubes, rifle barrels, etc. Certain types of the company’s 
specialty steels are utilized in the manufacture of aircraft 
engines, structural parts and landing gears. Not only has 
Crucible supplied these various products to the U. S. 
Government, but, according to recent reports, has re- 
cently booked several sizable orders from the French 
and British governments. The severe slump in general 


business in the first half of the current year exerted a 
depressing influence on the company’s earnings, with the 


result that a deficit of $1,540,360 was shown. Since that 
time, however, operations have improved and at the 
present time are probably at a somewhat better rate than 
those of the steel industry as a whole. Frankly specula- 
tive, Crucible Steel common, nevertheless, may be 
credited with promising possibilities over the months 
ahead. 

Rearmament and national defense plans will in the 
natural course of events mean a substantially increased 
demand for new machine tools. According to trade esti- 
mates the percentage of obsolescence of machine tools in 
government arsenals exceeds 65 per cent. Such tools 
include lathes, grinders, drills, etc., used in the manufac- 
ture of shells and other types of army and navy ordnance. 
Most of the leading tool manufacturers have for some 
months been booking large foreign orders for new equip- 
ment of which undoubtedly much is being used in the 
manufacture of armaments and this business has given 
timely aid to the industry in enabling it to offset 
the deficiency in domestic orders. Potentially, not only 
does the machine tool industry stand to receive an in- 
creasing volume of rearmament orders, but industrial 
orders should likewise increase proportionately with the 
gain in general business. The percentage of obsolescence 
in industrial equipment is nearly as great as that in ar- 
senals, etc. 

The machine tool industry is comprised of many small 
units and is not dominated by a few outstanding manu- 

facturers. Prominent among tool 





Companies With a Large Stake 
In the Rearmament Program 


makers which seem most like- 
ly to record conspicuous gains in 
sales and earnings next year are 
Niles - Bement - Pond, Bullard, 


National Acme, Van Norman. 





Ex-Cell-O and Monarch. In the 
face of the adverse conditions 








earlier this year, all of these com- 





panies currently have been able 








to make a fairly good showing 














"which coupled with their previ- 
ous record of profitable opera- 





tions, commends their shares as 











potentially profitable specula- 








tive ventures. 








Armaments and metals are, of 








course, practically synonomous. 





Naval and aircraft construction 





promises not only to require 








substantially larger quantities of 








copper, lead, zinc, aluminum, tin, 








and other non-ferrous metals, 








but demand for specialty steels, 








nickel, chromium and molyb- 














_____ _ denum promises to be swollen 
appreciably. Nickel is employed 














extensively for armor plate, 











while chromium, vanadium and 








2 molybdenum are valuable alloy- 








ing metals in the manufacture 





of specialty steels. International 





Nickel, controlling the largest 





(Please turn to page 285) 


Dividends 
Recent aii 
Company Price 1938 Comment 
Colt's Patent Firearms............. 93 4.00 Leading manufacturer small arms, machine guns, etc. 
SS eee 36 None = Specialty steels, armor plate, projectiles. 
eS 44 1.60 Precision instruments, range finders, igating 
Climax Molybdenum............ 57 0.90 Leading producer of molybdenum. 
International Nickel.............. 53 2.00 Nickel extensively used for armor plate. 
New York Shipbuilding... .. on 15 None Has large Navy contracts. 
ey eee co 11 0.60 Specializes in submarine construction. 
Bath Iron Works............. vr 7 None Building destroyers for Navy. 
Baldwin Locomotive.............. 13 None Controls Midvale Corp. (See text.) 
ES ey eres ire 23 0.25 Machine tools. 
Van Norman Machine Tool eats 27 1.80 Long record of profitable operations. 7 
Niles-Bement-Pond............... __ 55 2.00 Machine tools. is 
Monarch Machine Tool........... 17 1.25 Machine tools. : 2 
United Aircraft. ....... ee 1.25 Leading manufacturer planes and motors. ers 
Curtiss-Wright......... ea esas & 6% None _ Integrated aircraft unit, 5 aie Siar 
ee See re 0.60 _ Specialty tools and diesel injectors. aaa 
ees sities es ® None Largest supply of vanadium ore. ee 
Consolidated Aircraft......... _ 1.00 —_ Has large Navy orders. : : 
Del Abomit..........0..:...... 29 None Fast Army pursuit planes. —— 
Lockheed Aircraft... . . . treme None _ Working on large British contract. = 
Glenn L. Martin... . beac 32 None _ Foreign busi substantial. es 
Boeing Airplane....... ek 26 None _ Training planes and super-bombers. ¢ ae _ 
Douglas Aircraft................. 72 3.00 Transport and military planes. 
Grumman Aircraft...... . Sear 18 0.50 Has orders for both Army and Navy. 
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CHICAGO PNEUMATIC TOOL CO. 





Earnings Prospects Bright for 1939 


Building, Motors and Aviation 
Contribute to Broader Demand 


BY PAUL THANE 


= the world, hardly a steel structure rises, or 
a ship slides down the ways, or an airplane is test-flown 
but that tools made by Chicago Pneumatic play an 
important part in their construction. 

Just now the emphasis is on aviation. Jane’s All 
the World’s Aircraft, usually published in late Decem- 
ber, will be read in all the embassies. The Germans 
have been able to bluff Chamberlain and Daladier 
because their aircraft factories can turn out planes in 
mass production and we ourselves are anxious not to be 
caught at the same disadvantage. Whether the German 
factories use Premag tools (Chicago Pneumatic’s Ger- 
man subsidiary) is unknown, for technical details in the 
Reich are closely guarded; but our own aircraft builders 
do, almost every one of them. One of the small wicked- 
looking Grumman fighters contains half a million rivets; 
the big trans-continental Douglas DC-4s, far more than 
that. And they are hammered home by Chicago Pneu- 
matic riveters. The company makes hundreds of aircraft 
construction tools and is almost alone in its branch of the 
field. 

The giant liner Queen Mary was built largely by C.P. 
tools, every bridge across the Hudson River has echoed 
to their staccato air hammers, and many of the automo- 
biles passing down assembly lines have some operation or 
other performed by C.P. electric or pneu- 


Tools companies are notorious reflectors of general 
business conditions, particularly the status of heavy in- 
dustry. As goes steel operations, so goes the tool busi- 
ness. It is a case of “feast or famine.” The accompany- 
ing table of the range of prices shows wider swings than 
the volatile dow-Jones averages. Reaching a high of 4714 
in 1929, the common declined to 1 in 1932. In the com- 
paratively quiet year of 1935 it climbed from a low of 
45% to 2054. No one can say that Chicago Pneumatic is 
not a mover. 

Before attempting to estimate the future it is always 
advisable to examine the past. Steel construction is the 
most important field in point of sales: shipbuilding. 
building construction including bridges and_ tunnels. 
boiler making and foundries. The automotive industry 
has been and is a leading customer. Also roadbuilding. 
mining, the petroleum and quarrying industries, have all 
been good sources of income as have railroads although 
rail buying is now very slack. The young and promising 
aviation industry is beginning to make itself felt. 

All these are durable goods industries, all of them use 
steel, and that is why if you can gauge the future course 
of steel operations you can probably foretell prosperity. 
or the lack of it, for Chicago Pneumatic. 

Most of the rise in building construction has been in 





matic equipment. The average person 
associates the company only with pneu- 
matic riveters or demolishing tools such 
as you see ripping up old pavements, but 


Comparative Statistics of Chicago Pneumatic Tool 





the c ; al ii f ™ Common Common Profit 
e company's tota me of tools runs High Low Net Sales Taxes Netincome Earned Ratio 
_ beyond a —— ig = 1938". 19 6% $11,679,000 $333,000 $879,000 $.48* 7.5% 
s } s, drills, grind- 
ose mentioned are buffers, drills, grind- 495, 33 6% 13,492,000 252,000 1,477,000 2.56 10% 
ers, hoists, and larger units such as port- 
; . 1936. 24% 12%  10,953,0003 124,000 1,149,000 2.58 10% 
able and stationary compressors, electric 
: : . eS creed, 20% 4%  9,054,0003 21,190 729,000 0.43 8% 
power plants, and gas and Diesel engines. 
There are 80 foreign marketing centers *—12 months ending September 30. g—Gross sales. 
and foreign business comprises about 40 
per cent of gross sales. 
DECEMBER 17, 1938 261 











Courtesy Chicago Pneumatic Tool Co. 
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residential building. edifices using structural steel being 
held back by high labor and material costs. PWA 
grants have helped to take up the slack but a real revival 
is predicated on public utility expansion and general 
business recovery. Progress is always slow at first but 
the steps are forward and the outlook is more promising 
than in some time. 

The automobile industry remains the bright spot and 
further progress is expected. 

Rearmament spurs both shipbuilding and the aircraft 
industry and will accelerate over the next vear or two. 

Mining, oil drilling. roadbuilding, and rail replacement 
all face diversified influences. one of which is the attitude 
of the administration, but the long-term trend of the 
whole national economy is towards recovery and that is 
likely to prove the predominating factor. 

With widely diversified products, Chicago Pneumatic 
as the oldest and largest manufacturer of pneumatic tools, 
is able to reflect the definitely improved prospects of 
heavy industry. 

Chicago Pneumatic’s present capital structure consists 
of 70,000 shares of $2.50 prior preferred, 181,135 shares 
of $3.00 preference stock. and 335.320 shares of common. 
Refunding and refinancing operations in 1936 and 1937 
redeemed the entire issue of 514 per cent debentures and 
exchanged the old preferred with $3,169,000 in accumu- 
lated dividends for new preference and common stock. 
The $2.50 preferred is convertible into 12/3 shares of 
common and the $3.00 preferred is convertible into 11/3 
shares of common. The recapitalization while increasing 
the outstanding common stock from 199,469 shares in 
1956 to 335,320 at the present time, reduced interest 
charges, redeemed the old debentures, and got rid of the 
accumulated back dividends thus benefiting the common. 

Because of the change in the capital structure and 
because the company now reports net sales instead of 
gross as was formerly the case. analvsis of the income 
account offers peculiar difficulties. This is further 
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compressors supplying air for excavating work in N. Y. City. 


complicated by important 
foreign subsidiaries with prob- 
lems of exchange translations 
and restrictions. For example, 
in the three years prior to 1936, 
43 per cent of the consolidated 
net sales were made by subsidi- 
aries situated in Scotland, Ger- 
many, and Canada. Of that 
total, about 50 per cent were 
made in the British Empire 
where exchange could be trans- 
ferred but fluctuated. No funds 
can be removed from Germany 
but German sales represent only 
about one-fifth of foreign busi- 
ness. Due to rearmament 
abroad, foreign sales are re- 
ported to be holding close to last 
year’s high levels. 

In its domestic business the 
rise of taxes and labor costs, 
common to nearly all American 
industry, has narrowed the mar- 
gin of profit. The accompanying 
table shows taxes in 1938 were 
15 times those of 1935 though sales were only about one 
third greater. Nevertheless, it may be assumed that 
annual sales of between eight and nine million dollars 
represent the break-even point. Beyond nine million 
net applicable to the common mounts very rapidly. 
Sales in 1937 were $13,492,000. For the twelve months 
ended September 30 this year, the latest report available, 
sales were $11,679,000 but that period may give too favor- 
able an impression because it includes orders contracted 
for in the relatively good third quarter of 1937. 

For the quarter ended September 30 last, the company 
reported net profit of $199,162 after depreciation, taxes, 
etc., but before a loss on foreign exchange of $34,000. This 
is equal to 6 cents a common share against 72 cents 
in a like period last year. The current quarter should 
show considerable improvement but full year results are 
estimated at 25 cents on the common as against $2.56 
in 1937. On a price ratio to earnings basis, always an 
uncertain guide, the common frequently reaches from 
10 to 13 times earnings but the stock usually anticipates 
and makes most of its move as business improvement 
impends or begins rather than after it has been reported. 

Mention should perhaps be made of a suit for patent 
infringement decided against the company in the Circuit 
Court of Appeals. No provision has been made for pos- 
sible liability because the courts must decide the amount 
of damage to the litigant and it will probably be a long 
drawn out affair. The company has filed a petition with 
the United States Supreme Court for a writ of certiorari, 
i.e., a review of the proceedings before the lower court. 
The alleged infringement relates to an article of quite 
minor importance in the company’s extensive line of 
products. 

The balance sheet is conservative now that a goodwill 
item of $5,568,000 has been written down to $61,000. Cur- 
rent assets were over six times current liabilities at the 
close of last year and the cash position was improved by 
the sale of 70,000 preferred. (Please turn to page 288) 
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A Flexible and Strategic 
INVESTMENT PRocRAM 
for 1939 


This definite program is most practical and helpful. 
It has been especially prepared to meet the conditions 
as they are developing in business and investment 
today. Because of its timely appeal and simple pres- 
entation every investor, businessman or trader will 
appreciate its practical usefulness, — and be able to 
use it profitably. 





A practical, handy volume, complete in 32 pages, 
tersely edited for quick, easy reading. 


You will want a copy of this Flexible and Strategic Investment Program for 1939. It is a clear, 
authoritative manual of the practical basis for successful investing. It constitutes a personalized 
program which specifically recommends the means by which you can achieve a stable and profit- 
able investment position in the coming year. 


This program is the result of a thorough analysis of the underlying economic and business condi- 
tions and technical factors motivating the security market. It is written from the viewpoint of the 
individual problems of the investor. It does not attempt to lay down a set of pre-fabricated prin- 
ciples, but, through the recommendations of a well thought out, workable investment program, also 
helps the investor to think through for himself as well, 


Act now to secure your copy of this important investment program, now in the process of being 
completed. The knowledge you derive from it will become a permanent part of your investment 
equipment and should mean the difference between profits or losses in many of your transactions. 
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“for Christmas ~ 


“Ohe “Perfect Gift 


Give The Magazine of Wall Street — the Service 
Magazine That Meets Today’s Requirements— 
To Yourself, Father, Son, Friend and Business Associate 


The gift that lasts forever and can never be taken away, is knowledge and superior judgment. It 
will be particularly essential in order to cope with the vital period ahead in 1939. 


No Christmas gift you give this year can be of more practical value, or compliment the recipient 


more than The Magazine of Wall Street. 


It will indicate that you have faith in him and an 


interest in his possibilities and his future,— and 26 times throughout the coming year, he will 


be reminded of your thoughtfulness. He will read it with interest 
at first, and then with eagerness, because he will gain an insight 
into the nation’s business which he never believed he could acquire 
so easily. 


—Give The Magazine of Wall Street to 


Your Business ASSOCIATES AND FRIENDS — who will appreciate being 
put in touch with such a source of sound and excellent judgment. 
It will help to create a bond of interest and discussion in the vital 
year ahead. 


Your Executives anpD EMPLOYEES —who can use the knowledge 
gained not only in developing themselves, but in doing a better job 
for you. 


Your Son— Your DaucHTER— who have the problems of today 
and tomorrow to meet. It will make them more capable of under- 
standing conditions and prepare them for the business of practical life. 


YouRSELF — since it will serve you in a thousand ways — because 
each issue contains ideas and suggestions that you can adapt in your 
own business—— because it is the best investment guide you can 
possibly secure, no matter what price you pay — because you can 
consult us personally when in doubt. 


— Secure Our Valuable Pian for 1939 - FREE 


Mail the coupon below with your remittance today. Your gift sub- 
scription will start with our Christmas number. And — we will send 
you our Special Portfolio ... “A Flexible and Strategic Investment 
Program for 1939” immediately on publication. This gift subscrip- 
tion also includes Confidential Inquiry Privileges — free. 


——-— — Mail This Special Gift Order Today — — — — 7 


The Magazine of Wall Street, 90 Broad Street, New York 
(] I enclose $7.50 for 1 year of THE MacAziInE oF WALL STREET 


including — 


1. The Magazine of Wall Street for 1 year. 
2. Confidential Inquiry Privileges free. 


3. Flexible and Strategic Investment Program for 1939. 


(J Check here if you want us to send Gift Card. 
Foreign Postage $1 a Year Additional. 
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A Subscriber’s 
Christmas Suggestion 
Last year I took your suggestion 
and gave The Magazine of Wall 
Street to several of my friends 
and associates. They have been so 
pleased with it that I am entering 
gift subscriptions for them again 
this year, and 8 others whose nanies 
and addresses I am enclosing. I 
can think of no better gift than 
The Magazine of Wall Street be- 
cause I know it will prove an in- 
valuable investment and business 
guide to all of my friends regard- 

less of their financial position. 
E. W. K., Chicago, Ill. 
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2 Gilts 
1. The Magazine of Wall 
Street for 1 year ...... $7.50 


2. Confidential Inquiry 
eee eee Free 


3. Our Important “Flexible 
and Strategic Investment Pro- 
gram for 1939 ........ . Free 


For *7.500 
The Price of One 


See Investment Program 
described on reverse side 
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Separating the Sheep from the Goats 


in Low Priced Stocks 


BY EDWIN A. 


Na: all low priced stocks are bargains—nor even cheap 
for that matter. Yet every year there are enough that 
come through handsomely to give the lowest price range 
issues strong appeal. Of course it need hardly be said 
that low priced stocks are practically all speculative 
(otherwise they would scarcely be in this category). but 


BARNES 


a considered choice among those for which the prospect 
has recently brightened may bring substantial 
The following tabulation lists those which have 
among the most active in recent weeks with brief com 
ment. Issues our opinion the 
attractive: 


gains 
been 
most 


starred are in 





Active Low Priced Stocks Appraised 











































































































Price Range Price Range 

Issue “te — a ae COMMENT 
Allied Stores eae 21% 6% 131% 4% 11 Scme longer term merit. 
* Amer, Radiator S. S.. 29%, 9% 19% 9 16 Favored by promising building outlook. 
*Bridgeport Brass as , 23% 7 1414 5% 13 Improved au auto and building prospects will aid. 
Commercial Solvents. a, nee Se 2114 5 121%, 5% 10 New poodzete ar policies should i improve earnings. 
Continental Motors... ; ee ae ¥ : 3% Up 3 Up 2%, “New term outlook dubious. 
*Curti s Wright. ... 4 8% 2 I 3% 614 Slower mover, , bet will share substantially i in searmament program 
Dunhill Int'l... Bs 8%, 14 181, 1% 18 Shares look ¢ high ding more t gibl results of new 5 popula: 

price cigarette. 
Eestorn Als Lines. . 5 , 151% 13%, 15 May show SO cents e shave for '3 Long pull speculation 
*Electric Boat... . a aice 16 3% 12% 6 12 Has substantial G it orders. 
Int'l ‘| Paper & & Power. : ‘ ais 191, 6%, 15% 4% 12 Has potentialities of of Improvement. 
‘tint! I Tel. & Tel... 2% ny a 15% 4 1154 514 8 interesting ‘speculation. 
Loft ae Tene. Seren 3% 1 9 Vy, 7 Not recommended. 
MeKenon a Robbins. . : 1614 53g 85, 5% Receivership recently invoked. 
Nash- Kelvinator : a 245, 5 121% 6% 9 Competitive factors obscure earnings outlook, 
*Nat'l Dai | See ach: aes 26% 12 161% 1114 12 Primarily attractive fori income only. 
*Nat’ ! Crewe... ‘ 1814, 4% 1635, 5 14 Speculatively attractive o on Gates building eutieck. 
+N, “Y, Shipbuilding 15% 3 15% 47%, 15 Long term speculation on rearmament 
Ohio Oil bees at 22% 9 14% 8% 9 1938 earnings lower. Not recommended. 
Otis Steel... : : 76. 24 6% 15% - 6% 13 Shares devoid of near terms appeal. 
Packard re 125 4 6 “ 3% 4 Appears amply priced. 
Paramount. ...... 285%, 8% 13% 5% 11 _ Internal factors retard earnings. 
Pathe Film... .. 101%, a 14% 3% 10 Stockholders sue to prevent dissolution. 
*Pure Oil. . oc 243, 8% 13% 8%, 10 Has longer term attraction. 
Radio-Keith-Oroheum 10% 2% 5% __ 1% 2% _Notrecommended. _ 
*Radio Corp. of America. . on : 123, 4¥/, %e 45, 7% __ Television may arouse speculative enthusias 
oloLuCL 2) | GaSe ee eee 614 4%, 9%e 5 8 Conceded fair longer term possibiliti 
*Socony-Vacuum........ Re 23% 13 16%, 10%, 14 Shares have measure of investment merit. 
*Spiegel........ eee 28%, 8 15% 6% 13 Shares have speculative promise. 
Standard Brands... . " ee ee 161%, 1% Yq 6% Me Devoid of near term attracti 
United Air Lines....... 2454 5% 13% —_ 12 Primarily a tong pull medium. 
Warner ES ieee ere aca ana Cae ste 18 47, 8 3% 6 Not recommended. 
*—In our opinion, issue p peculative merit. 
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Private Financing — 


Year-End Dividends 


The Stockholders Gude 


The Urge of Cash Into Stocks 


WWE ernovs of new bond financing seem at first thought 
to have little place in the Stockholder’s Guide. Yet the 
question affects the stockholder perhaps even more seri- 
ously than the bondholder, since the equity benefits or 
suffers according to developments in greater degree than 
the fixed debt. The current vogue of disposing of whole 
bond issues by private sale is therefore not something to 
be shrugged off as of small importance, when it may 
eventually have results of considerable moment to the 
common stock. 

There are arguments on both sides, of course. If a 
company sells its bonds in a lump to a small group of 
insurance companies it is relieved of the time and ex- 
pense incidental to the preparation of a prospectus, and 
of all the red tape involved in registration with the 
SEC. A further saving is effected by the elimination of 
underwriters’ fees provided the buyers have not taken 
this into consideration in setting their price. Under some 
circumstances this method may also mean quicker action, 
which is important to the enterprise waiting for assur- 
ance of funds in order to carry out its plans. 

Although these advantages are commonly spoken of 
as accruing to the company selling the bonds, it is obvi- 
ous that the stockholder’s interests are identical with 
the company’s up to this point. The most serious draw- 
back, however, concerns the security owner almost en- 
tirely: private sales tend to defeat the purpose of the 
laws which require full publicity for new registrations. 
A great deal has been gained in this respect during the 
last few years, and the progress should be vigilantly 
guarded. If only because they block the otherwise auto- 
matic publicity for corporate affairs, private sales are 
of questionable merit. 

There are other objections. The opportunities to buy 
back bonds at a discount when they are in a temporary 
slump will no longer be available to the companies which 
sell them in large blocks. Refunding in the future may 
offer new obstacles due to the lack of a broad clientele 
who already hold the maturing issue and are prospects 
for the new bonds. The list of friendly security holders 
who are potential customers or boosters is also restricted 
*y excluding the public from these new issues. Finally, 


2456 


the existence of a compact, powerful group of bond own- 
ers is not always best for the interests of all concerned. 
In case of hard times, concentrated holdings of this sort 
could be expected to exert more than a proportionate 
share of influence, and their demands as to interest or 
sinking fund or working capital requirements might work 
against other classes of securities. 

The figures on corporate financing over the last few 
years show that the trend is being accentuated. During 
1936 about 9 per cent of the total was placed privately. 
during 1937 about 21 per cent, and during most of the 
current year about one-third. For the month of Novem- 
ber, however, the Federal Reserve Board reports that 
85 per cent of corporate issues were sold outside the 
ordinary channels. In other words, of the opportunities 
for new investment in corporate bonds, only 15 per cent 
were available to the many classes of buyers who usually 
form an important section of the market. 

Whether the law should be changed to require the 
registration of all issues over a certain size, regardless 
of public offering, or whether registration should be made 
asier and cheaper, is a question open to argument. Some 
solution is imperative, in order to halt a trend which 
threatens harm to the bulk of stockholders and bond- 
holders alike. 

* * * 


Loan Ratio Significant 


Private bond sales are after all only one facet of a 





Representative Financing Accomplished This Year 
Through Private Bond Sales 


Bendix Aviation 5 million Goodyear Tire. .40 million 
California Packing a Jones & Laughlin 13% “ 
Celanese Corp... 0 * McKeesport Tin Plate er gs 
Commonwealth Edison aC Pacific Gas....... a 45 

Cons. Gas (Balt.) a Snenion ON... eas. os °° 
Consolidated Oil........ : | ar Union Carbide............... rs 
Detroit Edison. . S| le OS MORE 6 65c os cdc ees 45 ' 
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money and market situation without parallel in the past. 
The investors who would ordinarily buy new corporate 
bonds find very few available to them; Government 
issues are held at levels which not only offer a meager 
yield but threaten eventually to show losses if purchased 
at current high prices; the return on municipals is near 
an all-time low. Controlled money rates are leaving 
capital little opportunity to earn its keep. 

One indication of the pressure of idle funds is given 
by the ratio of brokers’ loans to the value of securities 
listed on the New York Stock Exchange. The present 
ratio, besides being the lowest since records have been 
kept, is only an eighth of what it used to be, even before 
the 1929 run-up in brokers’ loans and speculative fervor. 
The accompanying chart shows that whatever else may 
be said about the quality of participation in the stock 
market, it cannot be called shoestring buying when mem- 
ber borrowings against the listed securities constitute 
such a minute proportion of their value. 

A comparison of the loan ratio. however, tends toward 
exaggeration of the decline. Ii a broker has combined 
working capital and credit balances on his books amount- 
ing to say $5,000,000, and is carrying debits for his cus- 
tomers of $20,000,000, he is borrowing very roughly 
$15,000,000. Let his debits decline to $5,000,000, or a 
quarter of their former level. and his borrowing require- 
ments are practically wiped out. Yet despite the leverage 
involved, there is a vast difference between the cash 
position of the market now and in the past. 

The urge of money into stocks has other causes. apart 
from low interest rates and scarcity of bond offerings. 
apart even from the prospects of an immediate market 
boom. One of the most fundamental of these causes is 
the revision now effective in the tax on capital gains. 
Odds were so heavy against the wealthy investor before 
the tax law was changed that it hardly paid to run the 
necessary risks in common stocks for the sake of the 
small proportion of gains to be netted. The inducements 
held out by the stock market are now proving attractive 
to capital which has held aloof for many years. The 
piling up of Government debt, moreover, strongly sug- 
gests that wealth be at least partially hedged against 
inflation by means of common stocks. Between these 
influences and other minor ones, the market has come 
the nearest it has ever been to an outright owner- 
ship status 


Year-End Dividends 


Stockholders have no reason to be dissatisfied with the 
smaller December dividends this vear. In 1936 and 1937 
the tax on undistributed earnings laid such a heavy pen- 
alty on cash retained in the treasury that few corpora- 
tions could do justice to their own plans for future 
disbursements. Now that the law has been modified. 
extra payments must be the smaller as a result of the 
large ones of a year and two years ago. Provided the 
general business situation permits profitable use of the 
money added to surpluses out of this year’s earnings. 
the amount withheld from stockholders at this time 
should produce more than an equal increase in stock- 
holders’ equities. 

All things considered, though, dividend actions have 
expressed a fairly optimistic attitude on the part of direc- 
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The ratio between the value of all stocks listed on 
the New York Stock Exchange and the total borrow- 
ings of members of the Exchange affords a clue to 
the cash buying in the market, as contrasted with 
margin purchases. 


tors. The aircraft group was of course a leader in this 
respect, with Douglas making a $3 payment, the first 
since 1935, United Aircraft disbursing $.75, Sperry $1, 
and Consolidated Aircraft the same amount. U.S. Rub- 
ber fulfilled predictions with a $4 payment on its 8 per 
cent non-cumulative preferred, and Santa Fe declared 
another dollar on the preferred which was denied its 
usual semi-annual $2.50 earlier in the year. Safeway 
Stores moved up the date of the dividend normally pay- 
able in January so that with $1.25 in December the total 
for 1938 came to $2, against $1.50 in 1937. 

Preliminary figures compiled by the Journal of Com- 
merce on dividend disbursements for the month of De- 
cember indicate a total of $368,363,000, as compared with 
$522,407,000 in the same month of 1937. Industrial pay- 
ments are lower in almost exact proportion with the total, 
approximately 30 per cent, utility dividends are 13 per 
cent lower, and railroads almost 55 per cent lower. 
Among the rails which decided against payments this 
December in contrast with a year ago were Pennsylvania, 
Great Northern, Chesapeake & Ohio and Norfolk & West- 
ern, the last two failing to repeat extra dividends. Total 
payments are nevertheless higher than in any other 
month of the vear, as is usual for December. 

Looking back, it is easy to see that the rush to declare 
dividends in the two previous years did the market little 
real good. With every reason to hope for better business 
ahead, the policy of conservatism in payments to stock- 
holders during the current month may be an excellent 
augury for 1939. 




















C. & O. Financing 


Chesapeake & Ohio has made ar- 
rangements to refund at 314% the 
first consolidated mortgage 5% 
bonds due May 1, 1939. The financ- 
ing is of more than passing interest 
because it shows that despite a poor 
market for rail bonds a strong road 
can still command a low coupon 
rate. This is only the second rail 
offering of the vear, the other being 
Duluth, Missabe & Iron Range. The 
financing has two other unusual fea- 


tures: it was arranged outside New 
York, which the S E C is said to 


favor, and it provides for a 2% a 


vear sinking fund, a rare provision in 
a rail bond and one that could well 
Had it been a 
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For Profit and Income 





common practice to set up sinking 
funds in the past many rails would 
he less embarrassed today. 


Calls as a Hedge 


Once or twice a year puts or calls 
prove profitable speculations. They 
are never investinents and they often 
entail high risk, for the vast majority 
are never exercised and result in a 
total loss to the purchaser. On the 
other hand, the loss is limited and 
the profit is occasionally large. 

Just now, 30-day calls can be used 
as a hedge by those who have sold 
for tax purposes and cannot repur- 
thirty days. It would 
advisable 


chase inside 


perhaps be 


Wild-cat strikes are dying out and the men are returning to work. 


268 


to purchase 
calls on different stocks than those 





used to establish tax losses. Calls that 
may prove attractive and the num- 
ber of points above the market are: 
Celanese, I4o: Glenn L. Martin, 
1; Kennecott, 214; U.S. Steel, 414 
U.S. Rubber, 3: and Western Union, 
215. Calls on 100 shares cost $137.50 
plus state and Federal taxes, de- 
pending on the par value, the 
maximum of both taxes being $9. 


Shipbuilding 


Lloyd’s Register shows an increase 
of 50% in American shipbuilding for 
the September quarter over June. 
That doesn’t tell the full story for 
since then rearmament and Govern- 
ment subsidies have stepped up the 
pace. There are now 159 vessels 
building or awarded, totaling 555,000 
tons. Among shipbuilding stocks 
that have promise are Todd, New 
York Shipbuilding, and Bath Tron 
Works. 


Building Prospects 


Building houses is a prosaic occu- 
pation and doesn’t get the headlines 
aircraft construction does but the 
immediate and future outlook is 
nearly as bright. Building contracts 
for November and December may 
reach $600,000,000, which would be 
50% greater than 1937. Residential 
building in the current quarter is 
expected to be 77% greater than 
last year. F. W. Dodge estimates 
construction contract awards for 
1939 at $3,500,000,000—over 20% 
above 1937. Three low-priced stocks 


that will benefit are American 
Radiator, National Gypsum and 
Celotex. 
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Motor vs. Credit 


Companies 
Both motor and motor 
accessory stocks sold off 


more in the recent decline 
than the two principal mo- 
tor finance companies. One 
reason is relative earnings. 
For the first six months of 
1938 the combined — per 
share earnings of Chrysler 
and General Motors were 
less than one-fourth of the 
same period last year, 
whereas the combined per 
share earnings of Commer- 
cial Credit and Commer- 
cial Investment Trust for 
like comparative periods 
were nearly two-thirds of 
their 1937 showing. An- 
other reason is that motor 
accessory and motor groups 
have staged a proportion- 
ately sharper advance since 
last summer.  Notwith- 
standing, current produc 
tion levels have justified 
the advance and the auto- 
motive industry enters the 
hew vear with confidence. 


Wheeling Steel Corporation has notified the 
New York Stock Exchange that the time 
limit for exchanging the old preferred has 
been extended to March 17, 1939. 
cordance with the plan of recapitalization 
dated June 8, 1937, the 6% preferred may 
be exchanged into $5 cumulative converti- 


as an adjustment of dividends, 50 cents a 


inclusive. 


In ac- 


ble prior preferred and common stock. 
There will be payable to the corporation, 


share for each share of 6% preferred sur- 
rendered for exchange during the period 
December 14, 1938, to June 2, 1939, both 


We advise holders of the old 


preferred to make the exchange. 


Phelps-Dodge Corporation's claim of exemp- 
tion from duty on copper shipped in from 
Cuba has been denied by the United States 
Customs Court and approval was given to 
the practice of assessing at the rate of 
4 cents a pound. Phelps-Dodge, through a 
subsidiary, claimed exemption under the 
reciprocal treaty between Cuba and the 
United States dated December, 1902. 


Bethlehem Steel 


Developments in Companies Recently Discussed 


Boeing Airplane Company plans to build a 


$300,000 plant in Vancouver, British Colum- 
bia, if present negotiations with the city 
.. . Suit has 
been filed by Beoing against Transconti- 


are successfully concluded. 


nentail & Western Air, Inc., alleging breach 
of contract to buy six four-motored trans- 
port planes. 


Corporation's shipbuilding 
activities are showing steady expansion. 
Besides being awarded a contract for bat- 
tleship No. 59 by the Navy Department, 
orders have been received for fifteen steel 
barges by Central Barge Company of Chi- 
cago, and extension of a crane runway and 
structure shop at Norfolk Navy Yard. 


S. Industrial Alcohol 
trade that the base price of 2-B alcohol 


announced to the 


will be raised 1 cent a gallon to 21 cents 
for the first quarter of 1939. Most of the 
business placed during the recent cold spell 
was at the old price of 20 cents a gallon 
which went into effect October 4. 





Oils 

With crude oil stocks down to 
271,000,000 barrels, the smallest 
since March, 1922, oil executives 


doubt that occasional price shading 
by small independents has much sig- 
nificance. There ts also the prob- 
ability that after the Pan-American 
conference is over the Administration 
will take a firmer stand with Mexico 
over oil expropriation. We must if 
we are to hold the respect of Latin 
neighbors. Our present complacence 
and continued purchase of Mexican 
silver is foolish and dangerous. 


Against the Trend 


Only 20 shares of Universal Pic 
tures Ist preferred changed hands 
on the Big Board during the week to 
December 3, registering a dip of 2 
points to 65. On Monday of the 
following week 10 shares showed on 
the tape at 67, on Tuesday the stock 
closed at 70, the old high for the 
year, on a turnover of 150 shares; 
Wednesday’s close was at 73 with 
volume at 220 shares, then the next 
day saw a run of ten points to 83. 
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The four-day move thus extended at 
one time to 18 points, without help 
from the general market trend. 
This stock 
what over $48 per share and is en 
titled to TO in liquidation or re- 
demption. Losses have been fairly 
consistent over the past few vears. 
but recent buyers evidently consider 
the outlook much improved. The 
common, which has never received a 
dividend, is traded on the Curb. 


has arrears of some 


All Ears 


Chesapeake Corporation declared 
a liquidating dividend of 6/10 of a 
share of Chesapeake & Ohio common 
for each share of Chesapeake. * * * 
Glenn L. Martin Company rights, 
selling currently at 21/16 entitle the 
holder to purchase ML common at 
20 and expire on December 30. We 
favor selling the rights. * * * Tax 
selling presents some buying oppor- 
tunities. Stocks sold down to near 
or below war-scare lows are Conti- 
nental Can, American Can, Briggs 
Manufacturing, and Corn Products 


Refining. * * * Transcontinental & 


Western Air, Inc.’s, “entire business 
is up 28% for the first 
months,” according to 1. S. Randall, 
New York manager. * * * A 
straw in the wind is the attitude of 
workers of McKeesport Tin Plate 
Corporation who contemplate tak- 
ing a voluntary wage cut in the 
expectation of longer shifts and 
more hours of work per week. * * * 
American Locomotive received an 
order from Central R. R. of New 
Jersey for four Diesel switching en 
gines at $65,000 each. * * * The re- 
fusal of the T V A is expected 
arbitrate with Commonwealth & 
Southern leaves them in an uncom- 
fortable spot. * * * The Supreme 
Court ruling on T V A is expected 
to be handed down in December. 
The possibilities of a reversal of the 
lower court are thought to be small. 
A reversal would, however, change 
the whole utility picture and result 
in higher prices for utility stocks. 
Upholding the lower court might, 
therefore, bring out some disap- 
pointed selling. 


eles en 


sales 


269 








Another Look at... : 


DOW CHEMICAL 
COLUMBIAN CARBON 


BY THE MAGAZINE 


: problem of the investor is only at its beginning 
when he buys a stock or a bond. Conditions change, 
the trend of the company’s affairs reverses or is accentu- 
ated, the chance for a profitable switch may be over- 
looked. The investment prospers—shall the profit be 
taken? If a loss accrues, should it be accepted or does 
it represent an opportunity to average down the original 
purchase price by further commitments? 

Earnings reports and company developments are 
widely available, but the difficult hurdle is the interpre- 
tation of these facts, always a matter for individual 
judgment. “Another look” at companies discussed in 
these pages months ago should give readers the oppor- 
tunity to reappraise, with us, the situations which were 
once considered interesting. At the risk of being accused 
of gloating, we shall from time to time return to the 
issues which have moved up since recommendation, giv- 
ing our opinion on the advisability of continued opti- 
mism. Likewise, however, those which have failed to 
advance or fallen lower will be examined; it may be that 
some of the constructive factors once found in a certain 
enterprise no longer apply, or are outweighed by adverse 
influences, 

Admittedly a large bite, this occasional follow-up 
should at least help toward a more logical handling of 
investments, even in the cases where our interpretations 
do no more than raise a point of disagreement. 


* * * 


New acquisition strengthens bonds but increases 
the amount of Dow Chemical common stock outstand- 
ing. Since recommendation of the Dow Chemical 3s of 
1951 in our January 1 issue when they were slightly 
above par, these bonds have been extremely steady and 
even during periods of deepest pessimism never fell below 
year-end levels. The last sale was at 106, an eighth of 
a point below the high since issuance, despite a call price 
which soon drops to 102144. Now that Dow is about to 
acquire the assets and business of Great Western Elec- 
tro-Chemical Co. of California through an exchange of 
stock, the security and earning power behind the deben- 
tures will be materially enlarged, while their low coupon 
rate makes early redemption unlikely. Just as at the 
time of the original recommendation, however, depend- 
able income is the objective in owning these bonds, 
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OF 


SPERRY CORP. 
CATERPILLAR TRACTOR 


WALL STREET STAFF 


rather than either short or long-term growth of principal. 

The common stock, on the other hand, still has growth 
possibilities combined with a substantial income and a 
respectable degree of investment merit. When it was 
suggested for purchase in our February 12 issue it was 
selling at 93; its maximum decline at any time since 
then was approximately 5 points: and it is now selling 
at 132—a gain of 42 per cent. Meanwhile the company 
has paid more in dividends in 1938 than it did in 1937. 
Common stock will be used to pay for the Great West- 
ern Electro-Chemical acquisition, increasing the total of 
this issue outstanding by somewhat less than 10 per cent, 
but the additional earning power may more than offset 
the increase. 

Dow thus gains a strong position on the Pacific coast, 
and in addition to expanding production and markets 
for alkalis, caustic soda and chlorine, enters through 
Great Western the mining industry end of the chemical 
field. Further diversification has been attained through 
the manufacture of Thiokol, synthetic rubber, and Sty- 
rene, a plastic of many uses. 


Wide increases continue in the business and carn- 
ings of Sperry Corp. Net for the first half of this vear 
was 77 per cent above a year ago and it would not be 





Sperry instruments in use on a Douglas airliner. 
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surprising to see the full vear’s results push even further 
ahead. In the issue of October 23, 1937, when Sperry 
was selling at 1214, we said: “Under more favorable 
general market conditions a sharp advance in the com- 
mon stock of Sperry Corp. would seem to be a logical 
development.” Again in January of this year we noted 
its “strong appeal as a medium term holding.” The 
sharp advance has occurred; the stock has reached 45. 
Here is obviously need for another look to determine 
whether the 260 per cent rise has fully discounted the 
potentialities or more may be expected. 

Looking first at the industries served, particularly 
aviation, shipbuilding and armaments, it is apparent that 
Sperry is unusually well situated. All three are direct 
beneficiaries of the Government’s increasing emphasis 
upon preparedness, and the rate of activity in cach case 
is capable of further acceleration. As a market factor 
over the next few weeks the rearmament program may 
have been over-talked, but Sperry Corp. enjoys a con- 
sistently heavy backlog of unfilled orders and those 
which come to it as a result of new appropriations need 
not come immediately in order to be effective. 

As for the company itself, there are few better ex- 
amples of what a wide-awake management and a good 
technical staff can produce for stockholders when con- 
ditions are favorable. There is no evidence of any ten- 
dency to rest upon the laurels already won; on the con- 
trary Sperry will probably devote more of its time and 
money to research, rather than less. Dividends have 
increased, with a year-end payment of $1 bringing the 
1938 total to $1.60. 

Nevertheless, Sperry at 45 and Sperry at 12 or 20 are 
distinctly different propositions. For one thing, the rise 
has been very steep, and even if considerably more is 
to come a period of digestion would be the normal course. 
Until some sort of consolidation oecurs, the stock must 
naturally be treated with increasing caution in propor- 
tion to the rate of climb. Conservative policy might well 
suggest the cashing of part profits, particularly since 
other opportunities still exist in the market which hold 
out hope of action almost as dynamic as Sperry’s has been. 


Rising tire sales have been important in Columbian 
Carbon’s recovery. As predicted in our issue of October 
25, 1937, that year set a new high record in both sales 
and profits for the company, despite the slump which 
had already begun. Subsequent quarterly reports have 
been discouraging only in comparison with earlier peri- 
ods, since a 50 per cent drop in earning power is less 
severe than that experienced by many of the foremost 
industrial corporations in the first half of 1938. Colum- 
bian Carbon’s natural gas business is a stabilizing factor, 
without which weakness in carbon black prices and slug- 
gishness in demand would have had greater impact. 

Now that general business is apparently safely around 
the corner, the excellent performance of the tire indus- 
try, one of Columbian’s chief customers, should aid in 
regaining lost ground. A rise in the price of carbon black 
is scheduled to take place at the vear-end, thus bright- 
ening the outlook for 1939 beyond the encouragement 
offered by improved prospects for inks, pigments and 
iron oxides. Another new record in earnings is not in 
immediate sight, but the company is still capable of net 
progress in relation to the level of industrial activity. 
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Caterpillar is the largest maker of diesels. 


Selling at 88 when its merits were discussed last year. 
the appreciation since then has been a matter of only 
seven or eight points. All things considered, this seems 
rather modest allowance for the greatly improved out- 
look, indicating that an investment in Columbian Car- 
bon for medium to long term holding has fully as muct 
to recommend it now at current prices as it had at the 
lower ones of last fall. 


Reduced profit margins have featured recent Cater- 
pillar Tractor monthly reports. Beginning in September 
sales of this company have been higher than in the cor- 
responding months of a year ago, but profits have beer 
substantially lower. The obvious reason lies in the price 
cuts made in June, which ranged up to 14 per cent or 
tractors and up to 23 per cent on Diesel engines. The 
cuts were in response to a drop of about 35 per cent 1 
sales up to that time. and have evidently helped to 
stimulate the company’s business. Nevertheless, net 
profit for October was only 914% per cent of sales. as 
compared with 15%4 per cent a year earlier. 

In our issue of November 20, 1937, when Caterpillar 
sold at about 54, the stock was cited as one with con- 
siderable attraction, particularly if bought on a scale 
down. This opinion was reiterated in following months 
and again in the June 18 issue of this year, the stock 
then having fallen to 40. The recovery to current levels 
around 45 has been distinctly dissatisfying. of course. 
and the need for re-examination—“Another 
Look”—to determine whether bullishness is. still 
ranted. 

The whole group has given very little reason to hope 
for a resumption of former pace within the near future. 
In that sense, so long as both news and market actior 
are negative, there is scant reason for trading commit- 
ments even though Caterpillar appears cheap on a com- 
parative basis. This is not to imply that a change can- 
not come quickly, but simply an admission that the 
change is not vet predictable from the trader's viewpoint. 
As an intermediate term holding, though. Caterpillar 
claims consideration with a fine earnings record, as an 
issue definitely behind the market. Given an exten- 
sion of business recovery, and an improved news back- 
ground, this stock would almost certainly gain widely. 


suggests 
war- 
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The Personal Service Department of THe Magazine or WALL Street. will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 


dollars in value to you. 


1. Give all necessary facts, but be brief. 


It is subject only to the following conditions: 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


en velope. 





4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 
Special rates upon request for those requiring additional service. 
American Hide & Leather Co. longer term earnings. The com- 


Should I continue to hold 175 shares of 
American Hide & Leather common bought at 
9142 Will the company benefit substantially 
due to concessions granted on leather ex- 
ports, under the new Anglo-American trade 
Pact? Your appraisal of the outlook would 


oe greatly appreciated ‘i W.. San Fran- 
Nco, Calif 


Steady mcreases in the prices of 
hide and leather led to favorable 
operations for American Hide & 
Leather during the initial quarter of 
the current fiscal vear. For the 
quarter ended September 30, 1938, 
a profit of 13 cents per common 
share was recorded against a loss of 
5 cents per share in the correspond- 
ing period of the preceding fiscal 
year. Satisfactory increases in de- 
mand were also felt during the inter- 
val. To anticipate a continuation of 
these favorable factors, however, 
would be overly optimistic. Cur- 
rently the company is operating 
both of its tanneries at 75% of ca- 
pacity. It is anticipated, however, 
that this'rate will be lowered during 
coming months due to expected<un- 
satisfactory conditions in the indus- 
try. Thus, a scale-down in profit 
margins is considered’ inevitable. 
even though benefits to be derived 
from the recently signed trade pact 
with England might tend to bolster 
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pany’s capitalization as of Septem- 
her 30, 1938, was simple in compati- 
<on to that of most companies in 
the industry. As of that date there 
were only 85,660 shares of 6% pre- 
ferred $50 par and 586,700 shares of 


common = stock outstanding. No 
funded debt) was carried on the 
balance sheet and it was stated 


that all bank loans had been paid 
and the current position of the 
company had improved consider- 
ably. Moreover, the inventory posi- 
tion of the company is favorable due 
to disposition of production at its 
tanneries which should also aid 
future profit margins. No consid- 
eration has been given, however, to 
the clearing up of the $2.25 arrears 
outstanding on the proferred, thus 
removing the common further from 
any possible dividend participation. 
As a result, the common issue is a 
highly speculative medium, although 
a small commitment, may be re- 
tained in anticipation of general 
market improvement. 


American Can Co. 


Am I doing wisely to retain 50 shares of 
American Can which I bought at 1385'2 two 
years ago for uninterrupted income and ap- 


preciation. Do you believe that new uses 


for the company’s products and new product 
developments assure enhanced — earnings 
future for this stock? Please advise—O, ©., 
Salt Lake City, Utah. 


The ability of American Can to 
withstand the effects of a general 
indusirial recession leads to the be- 
lief that earnings for the full year of 
1938 will be a trifle better than $5 
per common share. Volume sales so 
far this vear are only about 7% be- 
low vear earlier levels. Thus, earn- 
ings will easily cover the $4 already 
paid in dividends. The longer term 
cutlook, of course, depends on main- 
tenance of tinplate prices, a contin- 
ved good demand for general line 
cans and crop vields of next year. To 
glance at the advantages enjoyed by 
American Can which make _ the 
shares attractive to the longer term 
investor we find: a diversified de- 
mand protecting against wide or sud- 
den fluctuations, steady profit mar 
gins, impregnable trade position, ris: 
in financial strength, buying advan- 
tages, sponsorship, geographical di- 
versification, a record of aggressive 
development, together with  engi- 
neering facilities and personnel to 
uphold it, and small labor costs in 
comparison to the size of the busi- 
All of these factors have been 
built up by American Can and as a 
result the company’s shares enjoy 4 
high prestige in today’s market. The 
company is certainly in a position to 
meet any competition from any 
source in that it has alwavs been 

(Please turn to page 281) 


ness. 





When Quick Service Is Required, Send Us a Telegram 
Prepaid and Instruct Us to Answer Collect. 
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Owing mainly to a considerably greater than 
normal contraction of Check Payments, and 
mild slackening in Steel Operations, our In- 
dex of per capita Business Activity, at 
87.5% for the December 3 week, has flat- 
tened out after rising from 84.9%, of the 1923-5 
average during the week ended November 19 to 
86.5%, in the week ended November 26. For 
November the average was approximately 84.7, 
compared with 80.4 in October and 79.0 for 
November, 1937. First two months of the cur- 
rent quarter averaged 82.5, against 85.8 a year 
earlier. For |! months the average has been 
74.0 compared with 95.0 during the like period 
last year. Without compensation for popula- 
tion growth, our Index of Business Activity 
rose five points during November to 98%, of 
the 1923-5 average, against 90%, for Novem- 
ber, 1937. 

* * * 

National Income Paid Out during Octo- 
ber totaled $5,654,000,000, which is 83.7%, of 
the 1929 average and only 6%, below last year, 
compared with a 7% decrease for 10 months. 
Factory Employment in October, though 
16%, below last year, was 1% ahead of Sep- 
tember. Factory Payrolls in October were 
4% larger than for September; but 20%, 
below last year. Factory weekly wages during 


(Please turn to next page) 


CONCLUSIONS 


INDUSTRY—Recovery pace slackens 
temporarily. 


TRADE—Retail volume close to last 
year. Inventories low. 










COMMODITIES—Grains firm. Other 
raw staples soft. 


MONEY AND CREDIT — Deposits 


and excess reserves at new high. 
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Business and Industry : 
STEEL 
a| ee 
ig In 
os oe fog en PRESENT POSITION AND OUTLOOK Shipn 
INDUSTRIAL PRODUCTION (b) Bayh 
2 OT IT ak So Se hs weer Sept. 94.7 92.8 110.9 (Continued from page 273) Fac 
4: S A. (ba)... +00. sees eee ice 100 5 1 Ho: 9 October were 3% higher than in September and Tot 
U . a a Sh pe eS eGR Ss st 102. 09.9 1910 only 4% below last year. According to estimates Retail 
st ingdom.......-+-++.: ept. 110.3 1 ; 1138 prepared by the National Industrial Conference Pass 
TANCE). wc cee eee e cece rersvenns Sept. 100.6 91. M Board, 2,604,000 workers have found employ- Tre 
Germany.....-.-++++++-+-++++ Aus. 129.7 127.6 120.5 ment since the rg tes low in May, raising 
ie f : to 45,125,000 the number now gainfully em- PAPER 
eens Peer oe bls ick thd ployed, compared with 47,885,000 at the 1929 Produc 
COST OF LIVING (d) peak, 35,940,000 at the 1933 bottom, and Shipm 
i 8 ere he ee ere Oct. 85.8 85.9 89.5 47,230,000 at the 1937 peak in October. Mill S 
co SAG Gey aerate oe aT Oct. 79.8 80.4 86.7 + JE 
PINE sis seceivny cag once Oct. 86.6 86.6 89.9 * « eUud 
Clothing. ........6--seeseeees Oct. 73.2 73.3 78.7 Farm income during October, including Produc 
Fuel and Light............+.++ Oct. 85.6 85.0 85.4 benefit payments, was only 8% below last year, Withdi 
Sundries... ....2+--eeceeseeee Oct. 96.8 96.8 97.9 against a 10-months’ decline of 12%. Govern- Stocks, 
Purchasing value of dollar....... Oct 116.6 116.4 111.7 ment estimates rs ~ total 1938 income at [ae ectieh 
—| $7,625,000,000—about $900,000,000, or 11%, GENER 
NATIONAL INCOME (cm)j....| Oct $5,654 $5,465 $6,034 less than last year. Our foreign trade in Oc- Machi: 
CASH FARM INCOME} tober was only 18% below last year, compared Railwa 
Farm Marketing. ........-.++:: Oct $777 $720 $907 with a 10-months’ decline of 22%. Excess Locx 
Including Gov't Payments....... Oct 839 747 912 exports for ten months came to $960,000,000, Freig 
Total, First 6 Months........... Oct eo ee 7,083 against $59,000,000 for the like period in 1937. Passe 
Prices Received by Farmers (ee)..} Oct. 95 95 112 eee Cigaret 
Prices Paid by Farmers (ee)...... Oct 121 121 198 , : : : Bitumin 
Ratio: Prices Received to Prices Price comparisons with last year, according to Boot ar 
OSE ES LAS SRE A Oct. 19 19 88 latest available data, disclose approximate parity Portlan 
for raw materials, a slump of 15% in prices 
FACTORY EMPLOYMENT (f) received by farmers, declines of 7% at whole- COMME 
Durable Goods. ...........+-- Oct. 79.0 75.3 106.6 sale and retail, and a recession of 4% in the cost ——— 
Non-durable Goods. .......... Oct. 99.4 101.6 107.8 of wy Coneremens ke sales for week 
ended Nov. 26 were only 4% below last year, Se 
FACTORY PAYROLLS (f)...... Oct. 83.7 81.0 104.5 against a four-weeks’ decline of 5%. Holiday 
(not adjusted) demand is running more to lower priced mer- 
RETAIL TRADE mere ~ sales this year ~ the four weeks ane 
ST Oia preceding Christmas are expected to approximate ELECTR! 
ae a eh Sec a Bn Dn * last year's total of $1,200,000,000 for the like K.W.H. 
Variety Store Sales (g)......... Oct 113.2 115.0 121.0 period. During October, manufacturers’ sales de- 
Rural Retail Sales (j)..........- Oct 115.5 114.5 131.3 clined 12% from October, 1937—the only in- CARLO. 
Retail Prices (s) as of........... Oct 89.0 89.0 95.7 creases being in rubber and leather products and Total. . 
in non-ferrous metals. Wholesale trade during Grain.. 
FOREIGN TRADE October declined 9% below last year. Inven- Coal... 
Merchandise Exportst.......... Oct. $277.9 $246.4 $332.7 tories at the end of October, compared with last Forest P 
Cumulative year's totalf......-.| Oct. ah 8. Ppa eats 2,711.1 year, showed a 16% decline for wholesalers Manufac 
Merchandise Importst.........- Oct. 178.0 167.7 224.3 and a reduction of 11% by department stores. iat at 
Cumulative year's totalf........ Oct. oo Beep dae 2,652.0 eg a ae oT 
: - ‘ STEEL PI 
RAILROAD EARNINGS With carloadings now running ahead of last Pig Iron 
Total Operating Revenues*..... 1st 10 ms. $2,927,472 _.......... $3,547,567 year, and falling off at a less than normal seasonal Scrap $ 
Total Operating Expenditures* . .|1st 10 ms. 2,258,269 ...... 2,626,414 rate, railroad earnings are beginning to compare Finished 
BARRE os ce eka, ea Slate 1st 10 ms. 286,501 _........ 278,579 favorably with last year. Eastern carriers, having 
Net Rwy. Operating Income*.../1st 10 ms. 273,709 ....... 531,689 found that the higher passenger fares were divert- STEEL O 
Operating Ratio %....-.....-. 1st 10 ms. ck SER retest Ae 74.03 ing traffic, are making substantial reductions for % of Ca 
Rate of Return %.........+...- 1st 10 ms. Ce ey 2.42 the holiday and World's Fair travel. Additional | 
annual revenues of nearly $25,000,000 will ac- CAPITAL 
BUILDING Contract Awards (k) crue, mostly to easter railroads, through an in- (m) wee 
Totalt 0.5 cc sce csescnetcoess Oct $357.7 $300.9 $202.1 definite extension by the I C C of higher soft coal 
Rasisbatialh. ..5.. 6 chive a vases Oct. 112.7 99.6 65.5 rates which were scheduled to expire on Dec. 31. PETROLE 
Public Works and Utilityt...... Oct. 114.0 109.3 61.6 We Aree Average 
Non-Residentialf.............. Oct. 131.0 92.0 75.0 ARE E Crude Ru 
Publicly Financedt............ Oct. 203.4 160.1 77.8 Building permits granted during October Total Ga 
Privately Financedt...........-. Oct. 154.3 140.8 124.9 were 26% above last year (including a 65% jump Gan ead 
in residential permits), against a 10 - months’ Ciitiyaod 
Building Permits (c) gain of only 1%. Allotment of the Govern- Coiba t 
pF a ERS Sa eWay e Oct. $77.0 $77.8 $60.7 ment’s pump priming expenditures is completed, Gasoline 
New York Cityf...........506. Oct 20.1 24.0 30.0 and 60% of the authorized projects are now under 
5 TS: UT RRR SSR og eer Oct 97.1 101.8 90.7 construction. Present program should peak in the 
late spring or early summer, at which time private t—Mil 
Engineering Contracts (En){..... Nov $217.0 $235.9 $165.6 construction is expected to take up the slack (cm)—Dept 
from tapering W P A activities. Engineering Dept. of A 
CONSTRUCTION COST INDEX construction awards for the year to date are justed—192 
(En) 1913—100................ Dec. 1 234.89 234.40 241.05 10.6% above last year. 1930—100. 
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(n}—1926—100. (pl)}—Preliminary. 


STEEL 
Ingot Production in tons*®......... Nov. 3,572 3,118 2,154 While automobile assemblies, at 100,000 
Pig lron Production in tons*...... Nov. 2,270 2,052 2,007 units weekly, have now caught up with weekly 
Shipments, U. S. Steel in tons*....} Nov. 680 663 587 retail sales, unfilled orders for the industry are 
equivalent to at least four weeks’ production; so 
AUTOMOBILES that a high rate of activity throughout January 
Production now seems assured, barring serious labor trouble. 
Factory Sales.......... Ee wee Oct. 209,522 83,534 329,876 November output totaled about 372,000 cars— 
Total 1st 10 Months........... Oct. 1988050. sec. 4,122,685 only 1% below last year. 
Retail Sales ras sae 
Passenger Cars, U.S. (p)........ Oct. 119,053 93,269 202,898 
Te Ue Es os wae e cues Sept. 26,570 34,231 54,711 Warehouse reports tor October on withdrawals 
of tobacco products, disclose a 2% dip below 
PAPER (Newsprint) last year in cigarette volume, a 4% decline in 
Production, U.S. & Canada* (tons).| Oct. 327.7 300.3 399.9 snuff and manufactured tobacco; but a 2% rise in 
Shipments, U. S. & Canada* (tons).| Oct. 327.3 304.7 394.8 large cigars—the latter reflecting improved con- 
Mill Stocks, U.S. & Canada * (tons): Oct. 914.9 914.5 914.5 sumption as business improves. 
* . . 
LIQUOR (Whisky) 
Production, Gals.*.............. Oct. 8,119 4,997 7,874 Shoe production during October ran about 
Withdrawn, Gals.*.............. Oct. 8,173 5,837 8,104 19% ahead of last year; though retail sales are 
PAIR CONC MS Boi one sg n'g's's 3 Oct. 466,376 468,480 449,919 currently on a level with the like season a year 
ago. The discrepancy is accounted for by re- 
GENERAL plenishment of dealers’ inventories, which had 
Machine Tool Orders (n)......... Oct. 118.1 117.4 152.0 | been allowed to fall 18% below last year under 
Railway Equipment Orders (Ry) the stimulus of trade expectations that higher hide 
LGOOMOUNE . o.oo sateen ce Nov. 3 29 13 quotations would necessitate somewhat higher 
PEM COIR She. 5 os oe ceed ees Nov. 132 2,435 1,625 wholesale prices in the near future. The recent 
Pamenaer Cane. . 5.65.5 650.3. Nov. 32 None 13 decline in hides, however, has removed this in- 
Cigarette Productiont............ Oct. 13,264 14,711 13,892 centive for the time being, and wholesale demand 
Bituminous Coal Production* (tons).| Oct. 34,900 32,276 40,833 has slackened. 
Boot and Shoe Production Prs.*...| Oct. 34,616 38,145 29,092 ede adie 
Portland Cement Shipments * eereces Oct. 12,357 11,716 11,190 Production oft Portland cement in October 
was 1% ahead of last year. Stocks declined 7%. 
COMMERCIAL FAILURES (c)..' Oct. 997 866 815 
WEEKLY INDICATORS 
Date Week «eck «= XS PRESENT POSITION AND OUTLOOK 
ELECTRIC POWER OUTPUT : 
PM oa cis eke Los Dec. 3 2,286 2,184 2,153 Although electric power output in Sep- 
a ’ ; tember was 4.4% under the like month of 1937, 
CARLOADINGS total revenues from consumers showed a fractional 
We a Dec.3 649,086 562,084 620,325 | gain, owing mainly to the larger proportion sold 
es eh Se a ys Dec.3 35,775 29,159 37,413 | for household use where rates are higher. Current 
BREE aie Re Rae Dec. 3 143,644 120,403 126,716 | output is running about 6% above last year. 
Forest Products: ; (oos sci pean Dec. 3 28,743 25,588 27,861 ee Pee 
Manufacturing & Miscellaneous....| Dec. 3 254,272 224,180 241,507 The recent affirmation of current price schedules 
Be EIR Skog Cee ainie he's Dec. 3 152,737 129,890 154,962 for first quarter delivery next year has removed 
any incentive for large scale forward buying of 
STEEL PRICES steel products, and the steel ingot rate is being 
Pig lron $ per ton (m)............ Dec. 6 20.61 20.61 23.25 reduced at a slightly more than normal seasonal 
Scrap $ per ton (m).............. Dec. 6 14.75 14.92 13.08 rate as customers withhold orders to reduce year- 
Finished c per Ib. (m)............ Dec. 6 2.286 2.286 2.512 | end inventories for tax saving purposes. Demand 
should snap back sharply, however, after the hol- 
STEEL OPERATIONS idays, and the trade expects output next year to 
%J of Capacity week ended (m)....; Dec. 10 60.0 60.5 28.0 reach a minimum of 40,000,000 tons, about 
30% above the 1938 total. 
CAPITAL GOODS ACTIVITY keh at tee 
(m) week ended................ Dec. 3 80.4 80.4 60.9 With gasoline stocks now down to last year's 
level, and erude oil output curtailed to 5% be- 
PETROLEUM low last year, the position of the petroleum in- 
Average Daily Production bbls.*..| Dec. 3 3,224 3,261 3,387 dustry appears to be improved statistically, and 
Crude Runs to Stills Avge. bbls.*..| Dec. 3 3,175 3,295 3,173 it may be that the recent reduction in ‘‘Gas"’ prices 
Total Gasoline Stocks bbls.*...... Dec. 3 69,155 68,628 71,244 may prove to have been no more than seasonal. 
Gas and Fuel Oil Stocks bbls.*....| Dec. 3 151,617 153,634 119,836 Nevertheless, California’s crude output is still 
Crude—Mid-Cont. $ per bbl...... Dec. 10 1.02 1.02 $1.27 dangerously high, stocks of fuel oil exceed last 
Crude—Pennsylvania $ per bbl. ...| Dec. 10 1.68 1.68 2.20 year by 25%, and production outside the “Big 3" 
Gasoline—Refinery $ per gal...... Dec. 10 061% 061g 0714) oil states is still expanding. 
f—Millions. *—Thousands. (b)—Annalist Index 1928—100. (ba)—Federal Reserve 1923-25—100. (c)}—Dun & Bradstreets. 


| (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. (e)—Dept. of Agric., 1924-29—100. (ee}— 
| Dept. of Agric., 1909-14—100. (f)—1923-25—100. (g)—Chain Store Age 1929-31—100. 
justed—1929-31—100. (k)—F. W. Dodge Corp. (m)—lron Age. 
11930—100. (En)—Engineering News Record. (Ry)—Railway Age. 


(h)}—U.S.B.L.S. 1926—100. (j)}—Ad- 
(s)—Fairchild Index, Dec., 
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Trend of Commodities 


The wisdom of withholding purchases of raw materials 
beyond more immediate irements, a policy which has 
been repeatedly in these columns, has been 
rather emphatically demonstrated over the 9 fortnight. 
For the most part both futures and spot prices have displayed 
recurring wea and while the general level of commodity 
prices has not been severely de and still remains 
well above the lows established earlier in the year, there is 


nothing in the near term prospect to suggest any appreciable ; 
an increasing disposition on the #@ 


upturn. There is appare 


part of buyers to permit the business prospect to prove it- 


self, an attitude which will probably be reflected in dullness © 7 
in major commodity markets. Meanwhile, however, there # 
to be any serious impairment in the better statis- 


is u 
tical position into which basic commodities have been 
ecesld dusty the past three months. 





COMMODITIES INDEX 1926 = 100) 


WHOLESALE PRICES 


(LONG TERM TREND) 


(U.S. DEPT. OF LABOR’S 





Changes in Major Commodity Price Groups for the Fortnight Ended December 3, 1938 





(M..W.S INDEX 1923-25=100) 
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down 0.1 









































Latest Previous Year 
Date Wh urkds Wk ochhe. Ago PRESENT POSITION AND OUTLOOK 
COTTON Cotton. The latest Government crop estimate 
Price cents per pound, closing forecasts a crop of 12,008,000 bales this year. 
MME os Sn a at ak aee os Dec. 10 8.38 8.38 8.04 This is a reduction of 129,000 bales, or 1 per cent, 
ee, EERE TCE ROGET ED Dec. 10 8.29 8.16 8.04 from the November 1 estimate and compares with 
NS is Whaat wi itcians 6 Gre 0% o> Sees Dec. 10 8.68 8.59 8.22 the final crop last year of 18,946,000 bales. Mill 
(In bales 000's) supplies are sufficient for more than two months’ 
Visible Supply, World........... Dec. 9 9,724 9,757 8,951 requirements and there is no pressure to abandon 
Takings, World, wk. end.......... Dec. 9 360 400 306 a hand to mouth buying policy. There has been 
Total Takings, season Aug. 1 to....| Dec. 9 6,532 6,172 6,601 no appreciable let up in the flow of cotton into 
Consumption, U.S.............-. Oct. 543 534 524 the Government loan account and it is being es- 
Exports, wk. end. .....5....2.06 Dec. 9 134 110 209 timated that loan cotton will exceed 10,250,000 
Total Exports, season Aug. 1 to....| Dec. 9 1,674 1,539 2,777 bales by the end of the current season. 
Government Crop Est............ Dec. 1 12,008 12,137  18,946(e) PME se 
Active Spindles (000's).......... Oct. 22,114 22,188 23,715 Wheat. Lacking favorable growing conditions 
and with planted acreage less prospects are for a 
WHEAT considerable reduction in the winter wheat crop. 
Price cents per bu. Chi. closing Private estimates indicate an average of 524,000,- 
eae ROG SER erry Sarr eae Dec. 10 64g 63 955% | 000 bushels, which compare with the current win- 
"PERSE RE crag Rays <p ap Dec. 10 67 65% 9256 | ter wheat crop of 688,500,000 bushels. After 
Exports bu. (000's) since July 1 to.| Dec. 3 81,846 79,881 61,757 moving in an extremely narrow range for more than 
Exports bu. (000's) wk. end....... Dec. 3 1,967 4,502 4,112 three months, prices have recently displayed a 
Visible Supply bu. (000's) as of...| Dec. 3 123,171 124,560 100,265 stronger tone. 
Gov't Crop Est. bu. (000's)....... Nov. 1 940,229 937,000 873,993(e) mee Mee 
Corn. Heavy export demand coupled with a 
CORN light movement to primary markets has had the 
Price cents per bu. Chi. closing effect of strengthening corn prices—and prospects 
cee SR Ae Ra ee a Dec. 10 51 47 55¥% | as well. The substantial rise in Argentine corm 
Wiis G55G Hi ASA Ren eA Se PER Dec. 10 52% 5014 5834 | during the past fortnight has improved the com- 
Export bu. (000's) since July 1 to Dec. 3 49,729 40,349 1,864 petitive position of the domestic product. The 
Visible Supply bu. (000's) as of...; Dec. 3 45,530 43,973 24,866 movement of corn into the Government loan is 
Gov't Crop Est. bu. (000’s)....... Nov. 12,480,958 2,454,500 2,644,995(e)| also having a stabilizing influence upon prices. 
276 
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he a Copper. Prices have firmed moderately both 
ne" COPPER abroad and in the open market here. Producers 
ta a Price cents per Ib. prices remain unchanged at 11.25 cents. The 
SS OE PET OD Pn r oN aa Dec. 10 11.25 11.25 10.25-11.00 better tone reflects the recent decision of the 
re e on Ae PR ae AS RGR ag SPOR aR Dec. 10 10.35 10.25 10.15 European cartel to impose two reductions in pro- 
is- Refined Prod., Domestic (tons)... .. Oct. 56,824 45,808 86,811 duction quotas. Effective December 15, foreign 
en § a Refined Del., Domestic (tons) eases Oct. 69,827 53,637 44,592 producers will cut production to 105 per cent of 
4 Refined Stocks, Domestic (tons). Kia Oct. 267,299 293,080 181 ,842 standard quotas and on January 1 production will 
B® | Refined Prod., World (tons)....... Oct. 167,225 153,865 196,359 be further lowered to 100 per cent. 
‘ Refined Del., World (tons)........ Oct. 199,968 190,935 158,783 ee 8 
Refined Stocks, World (tons). bs ose & Oct. 424,311 457,454 383,164 Tin. Prices have fluctuated in a narrow range, 
responding to changing sentiment in other metal 
TIN markets and fluctuations in the pound sterling. 
Price cents per Ib., N. ¥.......... Dec. 10 45.95 45.85 44.75 World supplies declined 488 tons last month. 
Tin Plate, price $ per box......... Dec. 10 5.00 5.00 5.35 Domestic tin plate operations have recently risen 
World Visible Supplyt........... Nov 21,347 21,835 19,129 to 35 per cent of capacity and may double this 
U. S. Deliveriest sind ed 6 6 we atsis 66 Nov. 3,535 4,960 5,1 95 figure in the first quarter next year. 
U. S. Visible Supplyf............ Oct. 31 4,500 4,573 3,280 and es ae 
Lead. In the face of an extremely strong sta- 
LEAD : tistical position, lead prices, nevertheless, have 
Price cents per lb., DME a's Geis. cctieiwsa Dec. 10 4.75 5.00 5.00 been unable to withstand the pressure of lower 
U. S. Production (tons)........... Oct. 21,835 21,826 19,458 copper and zinc prices, and the past fortnight 
U. S. Shipments (tons)............ Oct. 4,960 4,465 8,210 brought three successive price cuts. Some buying 
Stocks (tons) U. S., as of .......... Oct. 31 4,500 4,573 3,280 may be stimulated by these reductions, and any 
improvement would permit prompt restoration of 
ZINC prices prevailing earlier in the month. 
Price cents per Ib., St. Louis....... Dec. 10 4.50 4.50 5.00 + ees 
U. S. Production (tons)........... Nov 40,343 36,740 49,393 Zine. Reduction of American duties on Can- 
U. S. Shipments (tons)............ Nov 43,693 43,355 32,676 adian zinc have compelled domestic producers to 
Stocks (tons) U. S., eS a re Nov 120,778 124,1 28 42,534 lower prices $11 a ton. The outlook is further 
complicated by the ppssibility that Great Britain 
SILK will raise duties on zinc, a move which inevitably 
Price $ per Ib. Japan xx crack. .... Dec. 10 1.79-1.84 1.80-1.85 1.58-1.63 will increase the amount of foreign zinc offered in 
Mill Dels. U. S. (bales), season to..| Nov.30 187,171 ~~ ...... 169,079 U. S. markets. 
Mill Deliveries U.S. (bales)....... Nov 41,599 35,631 31,749 Poe oe 
Visible Stocks N. 2 (bales) as of.. Nov. 30 46,21 8 43,811 45,424 Silk. Following the unexpected high rate of 
Visible Stocks, World (bales) as of. Nov. 30 1 50,71 8 151 ,311 1 56,724 consumption in November prices have displayed 
a firm undertone. Consumption totaled 41,599 
RAYON (Yarn) bales last month, or about 5,000 bales more than 
= | Price cents per Ib basen ne 6.00 0,666.6 Dec. 10 51.0 51.0 63.0 had been generally estimated. 
Consumption (a)..............+-- Nov 21.0 24.5 9.4 * * 
Stocks (a) ee bs Ch One b.6 5Sls eee eed Nov 39.7 35.8 44.5 Rayon. November shipments totaled 21 
_# million pounds, a substantial gain over the figure 
WOOL of 9,400,000 pounds a year ago. The decline 
Price cents per Ib. territory fine....| Dec. 10 71-73 72-74 83-85 from the 24,500,000 pound level for October 
— was to be expected in view of the heavy shipments 
te HIDES in that month. 
lg Price cents per Ib. No. 1 Packer...| Dec. 10 11 111% 1014 rere eee 
nt, Visible Stocks (000's) (b) as of....| Sept.30 13,270 13,311 14,663 Weol. Demand from men's clothing and 
th No. of Mos. Supply as of ......... Sept. 30 7.0 7.6 7.7 woolen goods manufacturers is strong; operating 
ill schedules may be stepped up; prices firm. 
hs RUBBER . a's 
om Price cents per hip Arun's ¢ Dec. 10 16.11 1 5% 15.37 Hides. With shoe manufacturers planning for 
” MINN, SETA is ook o.v wos os n',0:s Oct. 34,496 37,374 52,508 substantially increased sales next spring and with 
to Consumption, U.S.f............. Oct. 38,754 37,823 38,754 hides holding a favorable statistical position, 
fl BeOeKE UL: D..OS OF. cosas se cee ess Oct. 31 269,937 276,586 200,025 higher prices are foreshadowed. 
00 Tire Production (000's)........... Oct. 4,276 3,970 3,985 ee as 
Tire Shipments (000's)............ Oct. 4,285 3,943 3,951 Rubber. Consumption in November has 
Tire Inventory (000's) as of ........ Oct. 8,519 8,406 11,644 been estimated at between 40,000 and 42,000 
ans tons, or slightly more than in October. Little or 
‘e COFFEE no seasonal let down in December is anticipated. 
Pp. Price cents per Ib. (c)............ Dec. 10 734-814 8-83 9.0 Further improvement in the statistical position of 
0,- Imports (bags 000's)............. Nov. 1,213 Rett. waxes rubber would probably result in a recovery in 
in- Imports, season to.............-. Nov. 30 +” IRB Get 4,182 prices to early November levels. 
ter U. S. Visible Supply (bags 000’s)..| Dec. 1 1,522 1,448 1,076 ee oy 
man Sugar. Prices fell abruptly following the an- 
la SUGAR nouncement of 1939 quotas which were much 
Price cents per Ib. higher than had been anticipated by the trade. 
Domestic No. 3 Jan........... Dec. 10 1.83 2.10 2.31 The decline resulted in practically nullifying any 
ha Duty free delivered............ Dec. 10 2.85 3.00 3.20 benefit which Cuba stood to gain from the pro- 
the Refined (Immediate Shipment)...| Dec. 10 4.65 4.80 4.85 posed cut in duty. Quotas have been set at about 
acts U. S. Deliveries (000's)*.......... 1st10 mos. 5,479 ~—............ 5,729 300,000 tons in excess of apparent consumption 
U. S. Stocks (000's)* as of ........ Oct. 31 1 RE sees 1,156 of 6,500,000 tons this year. 
The 
a is (a)—Mibllion pounds. (c)}—Santos No. 4N. Y. (e)}—1937 Harvest. (f}—R efiners’ stocks of raw and refined. t—Long 
2s. *—Short tons. 











: tons. 








REET | DECEMBER 17, 1938 












Money and Banking 





Latest Previous Year 
Date Week Week Ago COMMENT 








" idee ened days) D Uh 

ime ey (60-90 days, lec. 10 1 Th 
e latest statement of New York City Mem- 
Prime Commercial Paper as vs ‘a ber ar a revealed an omegg $137,000,000 
i in total loans and investments. This was the largest 
Re-discount Rate, N. ¥ 1% ptongiad increase in more — four months. Of 
as is gain loans account for $118,000,000 
eT et ab! ak Ree 96 2.191 which in turn was made possible principally by a 
Cumulative year's total to :26 107,973 tease |. oe SU ee enn betes. Lage 
Bank Clearings, N. Y . 26 2'799 2.781 scale buying of “‘rights’’ to subscribe to new 
Cumulative year's total to 96 148,592 172,074 | Treasury issues was mainly responsible for the 
F. R. Member Banks : ‘ sharp upturn in brokers’ loans. Loans to business 
“Loans and investments 30 21,325 nts | Se eer, tee Week eee Ee 
r : ia previous week, were unchanged. Investments in 
Commercial, Agr., Ind. Loans. . . - 30 3/066 ment direct government issues increased $10,000,000 


: 8 sis 7 ps and holdings of other securities rose $9,000,000. 


Invest. in Gov't Gtd. Securities... . 30 1,682 1,118 ee ee ee 
nse : = 1 area 15.916 Deyn : Despite rising bank deposits and increasing cur- 
Time D — : 30 54 94 51 95 5.93 4 rency circulation, excess reserves continue to ex- 
Siew York City Member Banks ; ‘ . pand, In the latest week excess reserves of all 
Total Loans and Invest 7.846 7,109 7,927 Member Banks rose $60,000,000 to the high- 
Comm'l, Ind. and Agr. Loans... . 1.494 1.494 1,801 est level on record. Demand deposits of New 
Shins Sadia 687 ‘571 ‘770 York banks also set a new high figure. Since the 
Invest. in U.S. Gov'ts 2.863 2853 3,049 | mid-year low, currency circulation has increased 
dak in Ge 't Gtd. Securities "809 ‘809 "365 $442,000,000, which compares with an increase 
Oth Se re re 1,094 1,085 994 during the same period last year of only $197,- 
D. “ d De enh 6864 6.161 5.917 000,000. In the most recent week, the Treasury : 
Time D nag 605 "604 "662 deposited more than $60,000,000 in gold certifi- Quotatic 
Feder: 1 i Banks cates, in the face of which, however, the Treasury's a cent e: 
No Bonk Reserve Balance 8.966 8.876 6.836 deposit balance dropped $77,000,000. in dollar 
nye ; E j 
Money in circulation 6,844 6,788 6,591 tage 


‘con yo pone Public offerings of corporate securities during Great Br 


the month of November were comparatively Belgium 

ool ar . ye small. On the other hand, however, private sales Czechosl 
? “ : totaled $140,000,000, the largest for any month. Denmark 
Latest Last Year Since the beginning of this year private security Finland ( 
Month Month Ago placements have been in excess of $500,000,000. France (p 
This practice, of which there is something to be Germany 


NEW FINANCING (millions of $) $145.4 $337.2 $37.2 said both pro and con, is directly the result of SE C pemey 
: ‘ : ermany 


New Capital 102.4 63.9 36.1 | ‘regulations. 
Refunding 430 973.3 11 — 
jaa Greece ( 
Holland | 
POSITION OF POREIGN BANKS Italy (5.2 
’ Norway ( 
Dec. 7, 1938 Dec. 8, 1937 COMMENT saa 
umania 

BANK OF ENGLAND The prospect that heavy rearmament expendi- Sweden (. 
Circulation £487,752,000 £492,831 ,000 tures in Great Britain will be met through borrow- Switzerlar 
Public Deposits 18,628,000 11,742,000 ings rather than increased taxes is about the most Yugoslavi 
Private Deposits 138,889,000 142,968,000 favorable factor in an otherwise drab business out- Shanghai | 
Bankers Accounts 102,945,000 106,310,000 look. The somewhat stronger tone given to the Hongkon 
Other Accounts 35,944,000 36,658,000 pound sterling following a more favorable turn of India (61. 
Government Securities 66,136,000 87,243,000 events in France is regarded as largely temporary. Japan (84 
39,374,000 30,596,000 There are many in England who believe that the Sts. Settle: 
17,871,000 9,641,000 pound may eventually decline to $4. The press Argentina 
21,503,000 20,995,000 has sharply criticised authorities for their failure to Argentina 
69,862,000 54,748,000 impart a greater degree of stability to the pound. Brazil (20. 
Coin and Bullion 327,614,000 327,579,000 jana ett ae Chile (20. 
In the first eleven months of 1938, French for- Colombia 
BANK OF FRANCE Dec. 2, 1938 Dec. 3, 1937 eign trade figures disclose an increase of 3,950,- Mexico p: 
Gold Holdings Fr.87,264,000,000 Fr.58,932,000,000 000,000 francs in imports over 1937 and exports Peru (47.4 
Credit Balances Abroad 862,000,000 16,000,000 gained 5,712,000,000 francs. The adverse bal- Uruguay ( 
Bills on France 9,805,000,000 8,287,000,000 ance for this period amounted to 14,475,000,000 Uruguay (‘ 
Wheat Office Bills 1,631,000,000 francs as compared with 16,235,000,000 francs i Venezuel: 
Advance Against Securities 3,832,000,000 a year ago. The economic recovery program is } Venezuele 
Note Circulation 109,466,000,000 91,933,000,000 bearing fruit in the form repatriation of French f Ecuador (5 

Credit Current Accounts 35,558,000,000 18,454,000,000 funds, rising prices for Government securities, i 
Temp. Advs. to State 20,627,000,000 26,918,000,000 increased bank deposits, heavier carloadings and 
Gold on Hand to Sight Liabilities. . 60.17% 53.39% decreased hoarding. t—N. 
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POSITION OF FOREIGN BANKS—Continued 

















_| GERMAN REICHSBANK Dec. 7, 1938 Dec. 7, 1937 
| Gold and Bullion............... Rm.70,773,000 Rm.70,523,000 
A Of Which Deposits Abroad.....; 8s... see eee 20,333,000 
|| Reserve in Foreign Currency....... 5,639,000 5,569,000 
"| Bills of Exchange & Checks........ 7,253,215,000 5,361 ,283,000 
See, Wnvesimenlt.. 5... 0. ss ese cennce: 846,069,000 390,926,000 
nr OE PRM hs i Sha ccssn| oo oy eheeeee, 736,979,000 
| Notes in Circulation............. 7,629,428 ,000 5,074,627,000 
B | Other Daily Matured Obligations. . 1,003,482,000 703,254,000 
ee Cat LIGDONGE icc ccccceses] | weticcevee 324,985,000 
B® | Proportion of Gold & Foreign Cur- 

rency to Note Circulation....... 1.00% 1.49% 
_|BANK OF CANADA Dec. 7, 1938 Dec. 8, 1937 

| Reserve in Gold, Coin & Bullion... $181,371,000 $179,704,000 
NS EL RE irae Ci mena Ae ramet 2,737,000 
Reserve in Sterl. & U. S. Dollars... . 46,752,000 22,428,000 
Suusitiary COM. isis occ 209,000 104,000 

Dom. & Prov. Gov't Short Term Se- 

OP SECS RE SS a ee 154,282,000 81,835,000 

Other Dom. & Prov. Securities. .... 40,292,000 96,134,000 
SMNNORIR gS a aaah ee OS peewawee « 12,197,000 

Note Circulation................ 173,022,000 158,214,000 
Deposits—Dom Gov't............ 34,761,000 26,233,000 
Chartered Bonke............-.-.- 208,920,000 197,367,000 

Res. to Note & Dep. Liabilities... . 54.53% 53.36% 








President Schacht of the Reichsbank recently 


stated that foreign reports of Germany's indebted- 
ness were greatly exaggerated and also asserted 
that as soon as Germany's creditors were ready 
to do away with the consequences of war tributes, 
the door would be open through which interna- 
tional trade and free international currency traffic 
could enter. The recent trend of events fore- 
shadows an increasingly active trade war between 
Germany and Great Britain, particularly in the 
Balkans and Baltic states. The Austrian Ansch- 
luss has added to Germany's external obligations 
and further increased Germany's need for larger 
exports. 


Canadian business index stood at 106.4 in the 
week ended Nov. 26, compared with 108.4 a 
week earlier and 103.6 in the comparable week in 
1937. Industrial activity promises to derive con- 
siderable stimulus in the near future as a result of 
the placement of large war orders in furtherance 
of Great Britain's rearmament program. 








FOREIGN EXCHANGE IN DOLLAR TERMS 




















Quotations in cents and decimals of Demand Cables 
a cent except pound sterling which is Dec. 9 Year Ago Dec. 9 Year Ago COMMENT 
in dollars and cents. 
Country and Par 
Great Britain ($8.2397 a sov.)....... 4.664 5.0014 4.661, 5.0014 
Belgium (16.9502c a belga)......... 16.8314 17.0014 16.8314 17.001%4 Holiday demands for currency have caused an 
Czechoslovakia (3.51¢ a crown)...... 3.4216 3.51% 3.42Y 3.5134 | _ increase of thirty million pounds in the Bank of 
Denmark (45.374c a krone)......... 20.8414 22.32 20.8414 22.32 England's fiduciary issue, meaning bank notes. 
Finland (4.264c a finmark).......... 2.061 2.2116 2.061% 2.211% | This is an ordinary occurrence at Christmas season, 
France (par not definite)............ 2.6314 3.40 2.631 3.40 but some observers foresee that it may lead to 
Germany (40.33c¢ mark)**.......... 40.0814 40.33 40.0814 40.33 turning a like amount of gold, valued at original 
Germany (benevolent mark)......... 32, ieee rine ae |. a nae parity, over to the Equalization Fund. At the 
Germany (travel mark).............. 23.60 25.60 23.60 25.60 current price, this would bolster the Equalization 
Germany (emigrant mark)t.......... cs geo Ae MOTO AS owe ee Fund to the extent of some fifty million pounds’ 
Germany (kredit mark)f............ RR SS oN a ie to er worth of gold, and if, as suspected, inroads have 
Greece (2.197c a drachma)......... 0.85% 0.913% 0.85% 0.91% | been heavy during the frequent weak spells in 
Holland (par not definite)........... 54.34 55.6314 54.34 55.63% | sterling, the addition would be welcome. Even 
Italy (5.2634c a lira)§.............. 5.2614 5.26 5.2614 5.26% | with such help, however, the authorities are not 
Norway (45.374c a krone).......... 23.46 25.121 23.46 25.12% | expected to change their policy of holding aloof 
Poland (18.994c a zloty)........... 18.87 18.98 18.87 18.98 except in times of wide breaks. The most hopeful 
Rumania (1.012¢ a leu)............. 0.751 0.75 0.75% 0.75 possibility that the decline in sterling may be 
Sweden (45.374c a krona).......... 24.0416 25.78 24.041 25.78 checked lies in the approaching tur in the seasonal 
Switzerland (par not definite)........ 22.6234 23.1312 22.6234 23.13% | flow of payments across the Atlantic. 
Yugoslavia (2.981¢ a dinar)......... 2.32 2.34 2.32 2.34 
Shanghai dollars (unsettled)......... 16.12% 29.60 16.12% 29.60 Pee ce 
Hongkong dollars (unsettled)........ 29.25 31.30 29.25 31.30 
H India (61.798c a rupee)............ 34.87 37.76 34.87 37.76 The French franc has apparently not benefited 
Japan (84.39c a yen)...........-.. 27.23 29.13 27.23 29.13 in full proportion to recent successes of the Gov- 
Sts. Settlements (96.139c a dollar)....| 54.37% 58.75 54.37% 58.75 emment in calming labor troubles. Despite a 
Argentina (71.87c a paper peso) q...| 22.75 29.45 22.75 29.45 victory for Daladier in the Chamber of Deputies, 
| Argentina (71.87c a paper peso)**.../ 31.1214 33.34 31.12% 33.34 Italian demands which seem to be the beginning 
} Brazil (20.25¢ a paper milreis)**..... 5.90 5.45 5.90 5.45 of a campaign for colonies have kept capital suf- 
| Chile (20.599c a gold peso)f.......| 5.19 5.19 5.19 5.19 ficiently nervous to prevent the hoped-for repatri- 
Colombia ($1.645 a gold peso)**....| 56.98 54.05 56.98 54.05 ation. Even the Netherlands guilder, independ- 
| Mexico peso (unsettled)f........... 20.75 27.80 20.75 27.80 ently strong while other European currencies were 
j Peru (47.409c a sol)f..........--.. 21.00 24.37% 21.00 24.37% | declining in terms of dollars, has tured weak. 
| Uruguay ($1.751 a gold peso) {..... 37.00 54.00 37.00 54.00 Money seeking a haven where war or political 
i Uruguay ($1.751 a gold peso)**f....| 61.433%4 80.00 61.43%, 80.00 turmoil cannot touch it finds very few spots in 
| Venezuela (32.67c a bolivar){...... 31.50 29.75 31.50 29.75 Europe free from danger of some sort. 
Bi Venezuela (32.67c a bolivar)**..... 31.63 31.50 31.63 31.50 
Ecuador (5 sucres a dollar) 4*........ 6.90 8.00 6.90 8.00 

















t—Nominal quotations.  —Free rate. 


*+—Official rate. 





§—Travel Lira 4.75¢. 
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1937 Indexes 1938 Indexes 
No. of 
High Low Issues (1925 Close—100) High Low Nov.26 Dec.3 Dec. 10 
129.0 54.3 330 COMBINEDAVERAGE 177.8 44.2 69.7 68.8 67.1 
953.3 111.4 5 Agricultural Implements... 133.9 88.5 113.3 109.8 109.5 
72.6 34.0 6 Amusements........... 419 24.7 42.6 42.1 43.3 
146.6 52.1 16 Automobile Accessories. 91.0 43.1 81.6 82.4 80.8 
30.1 8.9 12 Automobiles........... 14.8 7.0 13.1 12.5 12.2 
178.0 73.4 9 Aviation (1927 Cl—100) 159.6 75.2 158.0 155.0 159.6h 
28.5 9.3 3 Baking (1926 Cl.—100).. 16.1 89 «13.4 14.0 13.5 
308.6 135.4 3 Business Machines....... 203.3 120.2 181.4 177.2 175.4 
247.7 132.6 9Chemicals...........-.-. 177.5 111.6 162.7 160.7 158.2 
88.3 32.9 18 Construction............ 50.2 25.6 44.4 43.3 41.7 
361.0 193.4 5 Containers............-- 246.2 173.8 22965 220.1 218.2 
217.3 75.3 Q9Copper&Brass......... 129.6 60.0 111.0 105.7 108.2 
43.0 24.5 2Dairy Products.......... 28.0 21.8 24.3 93.8 23.1 
42.7 15.2 9 Department Stores...... 27.4 12.2 24.1 23.4 22.8 
108.8 45.2 9Drugs & Toilet Articles... 65.5 40.1 58.0 57.8 50.2 
388.4 182.6 2 Finance Companies...... 329.0 158.1 311.1 313.0 311.1 
71.9 37.5 17 Food Brands............ 79.2 33.3 ys 73.1 70.4 
53.2 25.9 4 Food Stores............ 35.3 20.5 32.8 32.9 32.9 
122.3 46.4 4 Fumiture &FloorCovering 71.4 36.9 64.7 65.1 62.8 
1160.6 894.0 3 Gold Mining.........-- 1262.1 953.7 1229.8 1229.5 1907.1 
58.6 25.8 6 Investment Trusts........ 32.1 21.1 26.8 26.4 26.1 
317.8 167.2 4 Liquor (1932 Cl—100).. 223.7 140.7 2042 205.8 187.9 
209.8 97.8 9Machinery...........-- 138.0 77.6 121.14 118.1 117.6 
104.3 53.8 2Mail Order..........-. 85.3 49.1 78.8 77.8 80.0 
109.6 47.5 4WMeatPacking..........-. 56.5 36.5 48.3 45.2 46.6 
334.1 138.6 15 Metals, non-Ferrous...... 195.9 1160 170.4 165.0 163.0 
26.5 of eg Re eee ee 14.0 5.8 11.9 11.5 12.0 
158.8 90.8 23 Petroleum.............-- 113.0 76.2 96.4 96.1 94.0 
114.9 50.5 18 Public Utilities.......... 65.6 38.8 56.2 53.6 51.7 
31.7 13.3 4 Radio (1927 Cl.—100)... 18.9 10.3 16.3 15.5 14.9 
112.9 37.7 9 Railroad Equipment...... 58.6 28.2 50.4 49.6 50.2 
48.6 16.2 23 Railroads............... 18.6 10.6 15.6 15.3 14.9 
ONS BM Bi rc es cos: “ee 4 ATS 7.0 
87.6 34.9 3Shipbuilding............ 71.3 36.1 68.0 71.0 70.7 
165.6 69.6 13 Steel &lron...........- 106.5 55.2 93.2 91.4 90.6 
BOD BUD BOE ees eee 95.7 17.4 22.0 21.9 19.2 
S712 4IBS: = DMN a 6 vs es 169.1 118.6 147.4 1468 145.0 
85.3 43.2 3Telephone &Telegraph... 60.0 37.6 49.9 50.0 48.5 
91.8 35.3 ye PE re are ee 49.7 27.9 44.1 43.5 43.2 
29.2 10.7 4Tires & Rubber.......... 20.6 10.0 18.4 18.1 18.4 
99.4 68.3 TOES so rikis ai8s chic 00.0 86.1 63.8 81.2 $3.2 82.7 
VE. FOB. BS Teeebiiis ae eke... 39.8 15.6 39.8h 37.7 35.5 
346.8 157.7 4 Variety Stores.......... 243.3 146.0 221.3 22968 299.7 
ER RRR ae 92 Unclassified 1937 Cl.— 
MAM ls Co obs as Sev x nic 135.8 84.7 124.1 124.1 118.1 
h—New HIGH this year. 
DAILY INDEX OF SECURITIES 
N. Y. N. Y. Times 
Times Dow-Jones Avgs. ——-50 Stocks 
40 Bonds 30Indus. 20 Rails High Low Sales 
Monday, Nov. 28.. 71.15 146.14 98.95 102.72 101.15 1,237,709 
Tuesday, Nov. 99... 71.05 147.07 29.06 109.62 101.65 817,700 
Wednesday, Nov. 30 71.24 149.82 29.76 104.12 102.42 983,000 
Thursday, Dec. 1.... 71.30 148.63 29.78 104.33 103.03 861,610 
Friday, Dec. 2...... 70.98 147.57 29.33 103.58 102.21 817,390 
Saturday, Dec. 3.... 71.05 147.50 29.23 103.07 102.43 322,480 
Monday, Dec. 5.... 70.86 147.47 29.01 102.61 101.59 680,420 
Tuesday, Dec.6.... 70.69 148.33 29.13 103.26 101.77 986,630 
Wednesday, Dec. 7. 70.69 148.73 29.44 103.72 109.47 1,104,880 
Thursday, Dec. 8.... 70.45 147.63 28.99 102.91 101.85 739,150 
Friday, Dec. 9...... 70.40 147.39 28.85 102.49 101.44 698,960 
Saturday, Dec. 10... 70.34 148.31 29.10 102.62 101.78 405,610 
STOCK MARKET VOLUME 
Week Ended Dec. 10 Week Ended Dec. 3 Week Ended Noy. 26 
4,615,700 5,039,882 . 4,321,120 
Total Transactions Same Date Same Date 
Year to Dec. 10 1937 1936 
276,572,768 390,177,503 468 645,262 








COMMENTS 


On a diminishing volume of transactions 
the market sagged a bit farther during the 
past fortnight and, by Dec. 10, had can- 
celled about half the post-Munich rise which 
terminated on Oct. 22. Sales during the 
fortnight ended Oct. 22 totaled 20.8 mil- 
lion shares, decreased to 14.9 millions dur- 
ing the following fortnight, to 12.1 millions 
during the next fortnight, and amounted to 
only 9.7 milllions during the fortnight 
ended Dec. 10. Weakness in our weekly 
index of 330 active common stocks was not 
shared by our daily index of 40 industrials, 
which merely leveled off during the fort- 
night ended Dec. 10. 


Although the market as a whole sagged 
about 4% during the two weeks ended Dec. 
10, to a level only 2% above its Oct. 1st 
bench mark, 10 groups displayed long 
range technical strength by holding well 
above their Oct. 1st level. These were 
Aviation (which advanced to the highest 
level since April 3, 1937), Finance Cos., 
Food Brands, Food Stores, Paper, Railroad 
Equipment, Shipbuilding, Steel & Iron, 
Traction and Variety Stores. 


Ten other groups disclosed long range 
technical weakness by declining to levels 
well below their Oct. 1st bench marks. 
These were Agricultural Implements, Con- 
struction, Containers, Gold Mining, Invest- 
ment Trusts, Petroleum, Radio, Sugar, Sul- 
phur and Tel. & Tel. Six groups developed 
exceptional short range weakness in declin- 
ing at least twice as fast (8%) as the Com- 
bined Average during the past fortnight. 
These were Drugs & Chemicals (due to re- 
ceivership for McKesson & Robbins), 
Liquor (owing to pre-holiday retail price 
war), Public Utilities, Radio, Sugar (too 
large 1939 quota), and Traction. 


e s « 


Ten groups which were stronger than, or 
as strong as, the general market from a 
longer range viewpoint displayed short 
term technical strength during the fortnight 
ended Dec. 10 by either advancing or fail- 
ing to decline in a generally weak market. 
These, with the strongest stock in each 
group, were Amusements (Paramount be- 
cause of entrance into television field), 
Aviation (Sperry), Finance Cos. (Commer- 
cial Credit), Food Stores (First National), 
Mail Order (Montgomery Ward, owing to 
recent sales increases), Paper (Crown Zel- 
lerbach), Shipbuilding (N. Y. Shipbuilding, 
owing to receipt of heavy new orders), 
Tires (Goodyear), Tobacco (Lorillard) and 
Variety Stores (McCrory). 


“# Several issues in other groups displayed 
short range technical strength during the 
fortnight ended Dec. 10 by advancing 
against the market. Among the more con- 
spicuous of these were Collins & Aikman, 
Cont. Motors, Barnsdall, Elec. Auto-Lite, 
Flintkote, Southern Ry. 
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Answers to Inquiries 





(Continued from page 272) 


aggressive in developing new prod- 


ucts and is currently carrying out 
research to place new products on 
the market. In fact, American Can 
has already adapted themselves to 
the manufacture of glass and fibre 
containers, although we do not be- 
lieve that these two items will super- 
sede the can for general utility 
uses for some time to come. In any 
event, to the investor who is seeking 
a security from which he desires to 
derive a secure yield, the shares of 
American Can may be 
mended. 


recom 


Glidden Co. 


1 own 200° shares of Glidden common 
bought at 47%. Does the increasing demand 
for paints, varnishes and chemicals, due to 





accelerated building and automobile activity, 
coupled with a general rise in food sales, war- 
rant retention of this stock for substantial 
appreciation over the months? 
—KkK. M., Syracuse, N. } 


commyg 


Although Glidden Co. recorded 
loss of 25 cents per common share 
for the first half of the current fiscal 
term, it is estimated that operations 
for the fiscal year ended October 31. 
1938, were in the black. This good 
showing was brought about by bet- 
ter demand realized during the latter 
half of the current year, due to in- 
creased industrial activity and also 
because of benefits which have re- 
sulted from reductions in overhead 
and sales expenses. Moreover, activ- 
ity in the construction industry has 
continued to increase, thus enhane- 
ing the possibilities of sales in’ the 
paint and varnish divisions. The 
food division is also expected to show 
better profit margins, as the com- 
pany has been successful in working 
off its high cost inventories and 
prices for raw materials have firmed 
considerably. Not only do we an- 
ticipate the company to conclude 
the current fiscal year with a profit. 
but this betterment should extend 
into the 1939 fiscal term. The finan- 
cial position of the company is 
strong. In order to liquidate short 
term indebtedness, the company 
sold an issue of $3,750,000 worth of 
39-3347 Serial notes due 1941-45. 
While these notes are outstanding, 
dividends may not exceed earnings. 


DECEMBER 17, 1938 


With the outlook for gradual expan- 
sion of sales and better profit mar- 
gins however, dividends on the com- 
inon issue are not as remote a possi- 
bility as it would at first seem. Thus, 
while the common issue does not 
have any near term appeal in regard 
to income, we do believe that the 
shares might be held for the time be- 
ing, at least. 





Geotham Silk Hosiery Co., Inc. 


Do your analysts classify) Gotham Sill 
Hosiery common as a good speculation for 
price appreciation? I note that the company 
will be unaffected by inventory losses this 
year, but am wondering to what extent sales 
may decline due to rayon competition. My 
shares were bought at 12'%—D. F., Detroit, 
Mich 


Demand for the products of 
Gotham Silk Hosiery has improved 
considerably over the most recent 
past. Profit margins, however, are 
still drastically restricted, due to re- 
duced prices on the majority of 
hosiery lines. It is likely, therefore. 
that Gotham will report a deficit for 
the full 1988 year, even though the 
company apparently does not face 
any inventory losses in the final six 
The strong financial posi- 
tion of the company at the last vear- 
end indicates that dividends on the 
preferred issue can easily be main- 
tained. Outstanding there are only 
27,204 shares of 7% preferred and 
395,104 shares of no par common. 
Dividend resumption on the latter 
issue Is, 


months. 


however, a remote possi- 
bilitv. We are reasonably satisfied 
that the company can meet satis- 
factorily any competition which 
might evolve from the ravon indus- 
try at least over the near term, but 
we are dubious as to Gotham’s 
ability to record any substantial up- 
trend in earnings. In view of the 
conditions prevalent in this  situa- 
tion, the common shares must be 
given a speculative rating. 





American Encaustic Tiling Co., 
Inc. 


Do you foresee any marked improvement 
for American Encaustic Tiling over the 
months ahead? Last year, anticipating a 
general revival of building activity, I bought 
300 shares at 13. I have been encouraged by 
the profit reported for the September quar- 
ter. Shall I continue to hold on?—F. A.. 
Chicago, Tl. 


If the building industry can. hold 
to the rate of activity which has pre- 
vailed over the past five months, 








INVESTORS 
will find our booklet “Odd Lot 


Trading” of unusual interest and 
value. 

It shows the many advantages 
Odd Lot Trading offers to both 


the small and large investor. 
Ask for M.W. 808 


John. Muir& (a 


Established po 
Members New York Stock Exchange 


39 Broadway New York 








3 STOCK Program 
for 1939 Profits 


United Opinion selections 
for the new Bull Market 
ACH YEAR, as part of our prepa- 


ration for the Annual Forecast on 
Business and Finance, our Staff deter 
mines those industries with the most 
promising outlook — analyzes each 
listed stoc k in these favs red groups; from 
this list selects 10 issues that are in a 
position to show the MAXIMUM price 
appreciation, 
Authorities agree that heavy industries — 
such as Building. Railroad and Electrical 
Equipment and Steel — are in position to 
show marked earnings gains in 1939. Long 
deferred replacements plus present busi- 
ness improvement promise rapidly ex- 
pandins 





A similar selection of 10 stocks for 
1938 profits adva -ompured 
with 28 for the Jones Indus- 
trials in the same period. 






Send Today for 10-Stock Program 
Be sure to vet this 10-Stock Program 
with its reeommendations and analyses 
before planning investments tor 1939. 


: : , 
You may have an introductory copy 


without obligation NOW! 
Send for Bulletin MW-72 FREE! 


UNITED BUSINESS SERVICE 


210 Newbury St ma Fe Boston, Mass. 











(orinERCIAL 
CORPORATION 


Convertible Preference Stock, 
$4.25 Series of 1935, Dividend 


A regular quarterly dividend of $1.0€% on the 
Convertible Preference Stock, $4.25 Series of 
1935, of COMMERCIAL INVESTMENT 
TRUST CORPORATION has been declared 
payable January 1, 1939, to stockholders of 
record at the close of business on December 10, 
1938. The transfer books will not close. Checks 
will be mailed. 


Common Stock—Regular Dividend 


A regular quarterly dividend of $1.00 per share 
in cash has been declared. on the Contmon Stock 
of COMMERCIAL INVESTMENT TRUST 
CORPORATION, payable January 1, 1939, to 
stockholders of record at- the close of business 
December 10, 1938. The transfer books will not 
close. Checks will be mailed. 


JOHN I. SNYDER, Treasurer 


TRUST 


November 28 .1938. 








ch ETA 


American Encaustic Tiling should 
be able to continue at a profitable 
rate of operation. For the quarter 
ended September 30, 1938, a profit 
of 2 cents a share was recorded. 
However, the deficits which were in- 
curred during the first two quarters, 
due to the unsatisfactory conditions 
in the construction field, caused a 
net loss of 9 cents a share for the 
nine months ended September 30, 
1938. Even so, this was an improve- 
ment over the deficit of 19 cents per 
share recorded during the initial nine 
months of 1937. We are inclined to 
believe, however, that for the full 
year of 1938, operations will be in 
the red due to the inability of the 
company to widen its profit margin 
materially enough to offset the defi- 
cits already incurred. Thus, the 
shares must of necessity be given a 
highly speculative rating. Outstand- 
ing are 310,000 shares of common 
stock to which is to be added 25,000 
additional shares. The best longer 
term factor is recent Government 
attempts to stimulate building ac- 
tivity. If this is successful, future 
profits of American Encaustic should 
be a trifle better than those hereto- 
fore recorded. In glancing over the 
present company’s past record, we 
find that it was incorporated in 1936 
and since that time has never re- 
ported a profit on a yearly basis. In 
view of this poor showing, we are 
inclined to believe that any merit 
which might be attached to the 
shares is of a definitely long-range 
caliber. 





Sutherland Paper Co. 


I hold 100 shares of Sutherland Paper at 
39 for income and enhancement. With the 
promotion of many new items, do you antici- 
pate that earnings will be carried to record 
high levels as business recovery continues? 
Is a supplementary extra dividend likely to 
be distributed this year-end?—k. B., New 
York, N.Y. 


Although the principal customers 
of Sutherland Paper Co. are food 
processors and retailers, the wide 
diversity of outlets enjoyed by the 
company tends to lend a consider- 
able measure of stability to earning 
power. Thus, with the exception of 
a small loss in 1932, operations have 
returned a sizable profit in each of 
the past twelve years. Moreover, 
despite the sharp recession in general 
business this year, a profit of $1.76 
a common share was recorded for 
the nine months ended September 


282 


30, 1938. This compares with a 
profit of $2.48 a share. It is antici- 
pated, however, that as a result of 
the pickup in industrial activity, full 
year reports will compare relatively 
favorable with those of 1937. At this 
writing, it is estimated that earnings 
will be in the neighborhood of $2.15 
a common share, as compared with 
$2.80 in 1937. Volume sales for food 
containers has enjoyed a satisfactory 
pickup and has partially offset the 
unsatisfactory price conditions for 
paper products. If these conditions 
continue to prevail, profit margins 
should widen considerably by reason 
of economies previously effected as a 
safeguard against depression influ- 
ences. This factor, coupled with the 
strong financial position, augurs well 
for a continuation of the $1.60 divi- 
dend rate. The shares of Suther- 
land at current prices afford you 
with a yield of approximately 544%. 
Even if the stock were devoid of ap- 
preciation possibilities they would 
still be a satisfactory holding in a 
longer term portfolio. 





Powdrell & Alexander, Inc. 

Primarily interested in the speculative pos- 
sibilities of Powdrell & Alexander, I pur- 
chased 150 shares of this stock at 10 a year 
ago. Do you think that the growing demand 
for household furnishings will be sufficient to 
result in appreciation for this stock beyond 
the high reached last year?2—W. B., Wash- 
ington, D.C. 


Powdrell & Alexander, Inc... is 
engaged exclusively im the manu- 
facture of curtain materials which 
are distributed through — chain 
stores, mail order ete. 
Substantial decreases in’ consumer 
purchasing power registered dur- 
ing 1938, therefore, brought about 
a sharp reduction in’ sales. As 
a result, operations for the — six 
months ended June 30, 1988, resulted 
in a deficit of 21 cents per capital 
share as compared with a profit of 
61 cents a share in the like interval 
of 1937. During 1938, higher labor 
and material costs also” prevailed 
which further restricted profit mar- 
gins. While the inventory position 
so far this year has improved mate- 
rially over 1937, a deficit greater 
than the 29 cent loss shown in 1937 
is anticipated for the full 1938 year. 
Early resumption of dividends on the 
vapital stock, therefore, is seemingly 
out of the question. Looking at the 
shares from a longer term viewpoint, 
however, we find more constructive 
factors. Among these are the many 


houses, 


building projects currently underway, 
increases in consumer purchasing 
power and a good inventory position 
(at the 1987 year-end it was neces- 
sary to make an inventory mark- 
down of $211,310). Moreover, the 
financial position maintained by the 
company is extremely strong. with a 
net working capital of $1,757,544 be- 
ing reported as of July 2, 1938. Thus, 
while we cannot accord the shares 
much as a near term speculation, 
they do seem adequately priced in 
relation to their longer term = pros- 
pects. Retention of speculative 
commitments is advisable. 





U. S. Hoffman Machinery Corp. 


Am I expecting too much by holding on 
to my 100 shares of U. S. Hoffman Ma- 
chinery, bought at 1934 in anticipation of its 
return to that price next year? Will you 
please let me have your opinion of the specu- 
lutive possibilities for this stock?—D. T.,, 
Mobile, Ala. 


U.S. Hoffman Machinery’s earn- 
ings record has been characterized 
by wide fluctuations. Operations 
reached a high level in 1926 when 
&6.04 a share was recorded and then 
sunk to a new low and showed a 
deficit of $5.06 a share of common in 
the worst year of the depression. 


1932. Since that poor showing. 
profits have gradually improved 


and for the year ended December 31, 
1937, a profit of $1.88 a share was 
recorded. However, due to inabil- 
ity of small pressing establishments 
and laundries to stay in business. 
1938 sales have fallen off consider- 
ably and deficit operations have pre- 
vailed so far this year. For the nine 
months ended September 30, 1938. 
a loss of $1.11 a share was recorded 
against a profit of $2.38 in the like 
interval a year earlier. The new 
model pressing machine recently in- 
troduced will undoubtedly aid 1938 
volume, but not sufficiently enough 
to wipe out the large deficit already 
reported. The company has at- 
tcmpted to diversify its products. 
but 60% of total sales is still repre- 
sented by pressing machines, with 
dry cleaning, vacuums. laundry and 
similar machines comprising the re- 
remaining 40%. Although the neat- 
term earnings picture is clouded, the 
longer range outlook is a little more 
optimistic. Recent increases in in- 
dustrial activity which is leading to 
increasing consumer purchasing pow- 
er should aid volume business during 
the early months of 1939. More- 
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over, the company has _ instigated 
certain economies to meet the effects 
of the depression and these should 
allow a more favorable profit margin 
when sales again begin to climb. No 
dividends have been paid on the 
common issue since November, 1930, 
although a strong financial position 
has always been maintained (cur- 
rent assets exceeded current liabili- 
ties as of September 30, 1938, by 
nearly $5,000,000). While it will un- 
doubtedly be quite some time before 
the shares will reach the price at 
which you purchased them, we do 
believe that appreciation from cur- 
rent low levels is possible. For those 
who are willing to exercise a degree 
of patience, therefore, the shares may 
he recommended. 





Penick & Ford, Ltd., Inc. 


Is Penick & Ford definitely worth retain- 
ing for income and appreciation at this stage 
of the recovery? I understand that earnings 
and profits margins should continue to show 
sizable gains due to a strong inventory posi- 
tion and cheap corn prices. I am holding 150 
shares that cost 77% in 1935—L. Y., Cleve- 
lund, Ohio. 


The sharp recovery in’ earnings 
which characterized the first half of 
1938 has been continued by Penick 
& Ford and we find that profits for 
the nine months ended September 
30, last, were equal to $2.28 a com- 
mon share, as contrasted to the much 
lewer figure of 20 cents a share a year 
ago. This good earnings trend may 
be attributed in a large part to the 
substantial supplies of cheap corn 
which the company has on hand and 
the small stock of inventory carried 
by dealers during the greater part 
of 1938. Moreover, the satisfactory 
pick-up in industrial activity has 
created a large demand for the com- 
pany’s well-known products, and 
sales and profits have grown accord- 
ingly. Consumption of the products 
manufactured by the company is 
normally stable, earnings being de- 
pendent directly upon price of corn 
—the principal raw material. A 
good crop of corn, plus low prices, 
therefore, should enable Penick & 
Ford to continue to register substan- 
tial profits on its common shares. 
While it is difficult to estimate full- 
year profits, earnings should be in 
the region of $3 per share. Dividends 
paid so far on the 369,000 shares of 
common stock (sole capitalization 
of the company) tetal $3. As the 
outlook for earnings is good and in 


DECEMBER 17, 1938 


65 POINTS PROFIT—and NOT 
‘A SINGLE ERROR TO DATE! 


BUY, said our first recommendation last 


May 23rd (at this year’s bottom). Take 
| profits, we suggested, at 143-145 on the 


Dow-Jones Ind. Averages (long before it 
got there). We had our clients and students 
on the short side September 21st and rode 
with them all the way from October 3 to 
November 14, when our Market Survey 
“Cash profits, and 
trade short.” Net history to date: 65 points 
profit on the D-J May. 
Not one lonely error. 


stressed: in on long 


Averages since 


Seamans-Blake Market Surveys are sent out each 
Saturday as part of our TradeAs-You-Learn 
Course. 80% of our clientele, recently quizzed, 
reported making money on our Surveys. Test this 
Service at: $30 for the next 6 months or $5 for 
6 weeks’ trial. FREE with either subscription— 
the famous Seamans-Blake Treatise on Volume 
Analysis. 


F 4 E E The New 1939 
DeLuxe Edition of 
“The Seven Pillars of Stock Market Success” 


SPECIAL PRE-HOLIDAY OFFER brings you the new 
revised $25 edition of this famous guide to trading profits 
(complete with 40 new and additional Rules for Scientific 
Trading) FREE with 6-months’ subscription. 

SEAMANS-BLAKE, INC. 
Dept. 3, 295 Madison Ave., New York, N. Y. 
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DEV ED £E.N_D 
ARMOUR 4nd COMPANY 


OF DELAWARE 

On November 18 a quarterly dividend of 

one and three-fourths per cent (1% %) 

per share on the Preferred Capital Stock 
| of the above corporation was declared by 
| the Board of Directors, payable January 

2, 1939, to stockholders of record at the 

close of business December 9, 1938 

E. L. LALUMIER, Secretary 











Allied Chemical & Dye Corporation 
61 Broadway, New York 
November 29, 1938 
Allied Chemical & Dye Corporation 
hag declared quarterly dividend No. 71 
of One Dollar and Fifty Cents ($1.50) 
per share on the Common Stock of the 
Company, payable December 20, 1938, 
to common stockholders of record at the 
close of business December 9, 1938. 
W. C. KING, Secretary 

















THE TEXAS CORPORATION 


iy 


A dividend of 50¢ per share or two per 
cent (2%) on par value of the shares of 
The Texas Corporation has been declared 
this day, payable on January 5, 1939, to 
stockholders of record as shown by the 
hooks of the corporation at the close of 
business on December 9, 1938. The 
stock transfer books will remain open. 

C. E. Woopsrince 
Treasurer 





e Dividend paid 
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KEEP POSTED 


The pieces of literature listed below have 
been prepared with the utmost care by busi- 
ness houses advertising in this issue. They 
will be sent free upon request, direct from 
the issuing houses, Please ask for them by 
number. We urge our readers to take full 
advantage of this service. Address Keep 
Posted Department, The Magazine of Wall 
Street, 90 Broad Street, New York, a a 


“ODD LOT TRADING’’ 
John Muir & Co., members 
Stock Exchange, are distributing 
booklet to investors. (225) 


New York 
their 





OPENING AN ACCOUNT 
This handbook issued by Chisholm & 
Chapman, vontains much helpful informa- 
tion for traders. A copy together with 
their Market Letter will be mailed upon 
request. (785) 


UNITED BULLETIN 
Bulletin giving definite advice on leading 
stocks is issued by United Business Ser- 
vice. Fr ree copy sent on request. (954) 

INVESTMENT PROFIT INSURANCE 
The most logical form of investment 
profit insurance is represented by the 
personal and continuous counsel rendered 
by the Investment Management Service. 
Write for full information No obliga- 
tion. (861) 











“WASHROOM 
INFECTION” 





Onliwon Towels and Tissue 


Write A. P. W. Service, Albany, N. Y. 
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view of the extraordinarily strong 
financial position (total current as- 
sets being $6,051,263, against total 
current liabilities of $474,252 at the 
1937 year-end) this rate should be 
continued with the possibility of ad- 
ditional disbursements in the near 
future. There is only one factor 
which might throw the future of the 
company in doubt. That is the pos- 
sibility of the next Congress passing 
legislation re-enacting — processing 
taxes. It is by no means certain. 
however, that Congress will be whol- 
ly receptive to reinstatement of these 
taxes, and, subject to this develop- 
ment, we are therefore willing to 
take an entirely constructive atti- 
tude toward the subject shares both 
on an income basis and possible 
price appreciation. 





Gulf Oil Corporation 


Would you advise me to retain 75 shares 
of Gulf Oil which T bought at 58 a year ago? 
I am under the impression that this stock 
will advance considerably over the longer 
term, with gradual improvement in the price 


of crude oil. What is your opinion?—F. S.. 


Seattle, Wash. 


Continued low. prices for both 
crude and refined products have re- 
sulted restricted profits for Gulf 
Oil Corp. during 1988. As a result, 
earnings for the full year will prob- 
ably be below the $3.51 a share re- 
corded for the year ended December 
31, 1987. However, strengthening of 
prices, improvement in demand for 
industrial fuel oil, as a result of the 
business uptrend and an increase in 
seasonal motor fuel consumption 
leads to the belief that last half year 
earnings will compare more favorably 
with those of 1937 than those of initial 
half. Moreover, Gulf Oil, as the sec- 
ond largest producer of crude oil and 
the sixth largest refiner, stands in a 
position to take immediate advan- 
tage of any betterment which might 
prevail in the oil industry, in par- 
ticular, and business in general. Dur- 
ing 1936, the company simplified its 
capital structure and has gradually 
continued to decrease its funded 
indebtedness. Although there is a 
large amount of common shares out- 
standing (9,076,202 shares as of De- 
cember 31, 1937) the capitalization 
of the company is not cumbersome. 
Funded debt is carried at $72,913,- 
155 on the year-end balance sheet. 
Moreover, Gulf has made large capi- 
tal expenditures and always at- 
tempted to decrease its funded debt. 


This has been accomplished, not at 
the expense of the cash position, but 
by a conservative cash dividend pol- 
icy, and we now find an extremely 
strong liquid financial position. The 
shares of Gulf Oil Corporation are 
believed to be one of the sounder oil 
equities and retention of your shares 
is considered advisable. 





Changing Stage in Our Eco- 
nomic Evolution 





(Continued from page 249) 


15.2% and in 1935 it was 18.8%. 
These are census figures. It is to be 
doubted that the 1935 percentage 
has now been lifted by as much as 
1 point as a result of 1936-1988 ex- 
pansion. Moreover, the figures in- 
clude such borderline states as West 
Virginia, Maryland and Missouri, 
whose manufactures have no close 
relation to the “cotton South.” 

It must also be observed that in- 
dustrialization in the South to date 
has been rather more specific than 
general, That is, the greater part 
of the industrial growth of recent 
years has been accounted for by 
relatively few industries — notably 
cotton textiles and rayon, chemicals 
and paper—for which southern con- 
ditions are especially favorable. In 
other words, the South not only re- 
mains far behind the industrial areas 
of the Middle Atlantic, New Eng- 
land and Mid-West states in total 
manufactures but is even farther be- 
hind in respect to diversity of manu- 
factures. 

From a longer perspective, how 
ever, the trend of events is more 
illuminating than the current status. 
The fact is that the secular rate of 
industrial growth in the South is in- 
creasing, while in the North it is 
slowing down. Industrial construc- 
tion in the North remains far under 
the 1929 level. In the South it made 
a new all time high last year. Al- 
though the South now accounts for 
only some 19% of our total manu- 
factures, it is the area that attracted 
29% of the country’s total 1937 in- 
vestment in new industrial plants. 
This is not an economic revolution. 
It is a gradual and orderly evolution 
which will do American industry and 
trade much more long run_ good 
than harm. 


(Photos on page 247 by Wide World and 
Charles Phelps Cushing.) 
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What Level of Business 
Activity for Early 1939? 





(Continued from page 241) 


month since September. From pre- 
liminary indications the fourth quar- 
ter gain probably will be 12 to 15 
points. It was 12 points in the final 
quarter of 1936, 10 points in the 
final quarter of 1935 and 15 points— 
but at a low level—in the final quar- 
ter of 1934, with each such period 
being followed either by some re- 
lapse or a nearby flat spot. No final 
quarter from 1919 through 1929 
brought concentrated advances of 
this order. If we average the move- 
ment since last May, the monthly 
gain has been just a shade under 
4 points per month. In the sus- 
tained business expansion from No- 
vember, 1927, to the summer of 1929, 
the average monthly gain was 1.25 
pomts in the Reserve Board index. 
In the great rise from the summer 
of 1924 to October, 1926, the average 
was 1 point a month. In the steady 
march from the spring of 1935 to 
December, 1936, the average was 
just under 2 points a month. One 
of our fastest recoveries was a rise 
from 64 in April, 1921, to 106 in 
April, 1923, or 42 points, but again 
the average was less than 2 points a 
month. 

We can give thanks for the cer- 
tainty that 1939 can very easily bet- 
ter 1938, for the average this year 
will not be more than 86. The fourth 
quarter average will be approxi- 
mately 100 or well above 91 average 
in the last quarter of 1937, slightly 
above the 97 average in the last 
three months of 1935 but 15 points, 
and 13%, under the business level in 
the last quarter of 1936. 

Within the first quarter the com- 
posite index could dip 5 or 6 points 
under the probable December high 
and still average for the three-month 
period approximately the volume of 
the quarter now ending. In our 
opinion, it will probably work out 
about like that. 

As previously observed, the Re- 
serve Board production index has 
climbed since last May from 76 to 
an estimated level just above 100 
without material aid from several 
important capital goods industries. 
The potentialities in this setting may 
well give our pessimists food for deep 
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thought—because from the present 
position it would require a further 
advance of but 5% to carry us up 
to the average level of 1936 and ad- 
vance of only 10% to attain the 
average level of 1937. 

To advance 5% or 10% from here 
and hold the gain would require 
nothing particularly sensational. It 
could be done with maintenance of 
consumption goods lines at present 
volume, continuation of the present 
building trend, a moderate gain in 
automobile and steel output and 
relatively slight betterment in the 
machinery and equipment industries. 

We have purposely devoted this 
article to appraisal of the broad busi- 
ness picture. A detailed first quarter 
forecast for the individual leading 
industries will be presented in our 
issue of December 31. 





Real Beneficiaries of 
Rearmament 





(Continued from page 260) 


known supply of nickel. and Climax 
Molybdenum, occupying a_ similar 
position with respect to molyb- 
denum, stand to gain as a result of 
armament outlays both in the United 
States and abroad. In the past two 
vears, upwards of 70%, of Climax’s 
output has been exported and it is 
well known that much of this has 
found its way into armaments. The 
proportion is probably smaller in the 
case of International Nickel, largely. 
however, as a result of the company’s 
success developing new uses for 
nickel in more peaceful applications. 
Vanadium Corp. of America controls 
what is generally 
best supply of vanadium, 
used as a high grade alloy. 
Another important direction to be 
taken by the defense program con- 
templates extensive mechanization 
of the Army. Experiments with 
mechanized units have revealed a 
marked increase in their efficiency 
and dispatch and it is estimated that 
the effectiveness of land forces as a 
result can be appreciably multiplied 
with only a modest increase in man 
power. This phase of rearmament 
also contemplates greatly mereased 
use of diesel power not only in tanks 
and tractors but artillery units and 
mobile anti-aircraft as well. There 
are a host of diesel engine manufac- 
turers but should military demand 
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POINTS ON TRADING 
and other valuable information for investors 
and traders in our ag oy booklet. Copy 
free on request. Ask for Booklet MG6 
Accounts carried on conservative margin. 


(HisHoLm & (HAPMAN 


Established Pac 
Members New York Stock Exchange 
52 Broadway New York 

















BENEFICIAL INDUSTRIAL | 
LOAN CORPORATION | 
Dividend Notice 
DIVIDENDS have been declared by | 
the board of directors, as follows: 


PrererreD Stock, Series A, (which 
has been called for redemption), 
68 cents per share, payable to stock- 
holders on January 9, 1939 as part of 
the redemption price. 


Common Srocx, 40 cents per share 
payavle December 28, 1938 to stock- 
holders of record at close of business 
December 16, 1938. 


E. A. Bamey, Treasurer. | 


Endicott Johnson ‘Corporation 


The Board of Directors has declared a divi 
dend No. 79 of Seventy-five Cents ($.76) a share 
upon the Common Stock and a dividend No. I1 
of One Dollar and Twenty-five Cents ($1.25) a 
share upon the Preferred Stock, 5% Series. 
Both dividends are payable January 1, 1939 
to stockholders of record at the close of business 
December 23, 1938. 

Checks will be mailed by Irving Trust Con 
pany, Dividend Disbursing Agent. 

HOWARD A. SWARTWOOD, 
December 12, 1938. 

















Secretary 





Forthcoming Dividend 
Meetings 





Company Time Date 
Abraham & Straus 3:00 Dec. 22 
Alaska Juneau Gold Mining 11:00 Dec. 22 
American Can. 2:15 Dec. 27 
American Home Products. . . 11:30 Dec. 22 
American Light & TractionCom. &Pfd. 2:15 Dec. 27 
American Ship Building . 10:00 Dec. 28 
Barnsdall Oil*. . . 11:00 Dee. 22 
Continental cee. 11:00 Dec. 22 


Corn Products Refining Com. a Pid. . 2:00 Dee. 23 
Crowell Publishing Pfd. . . 12:00 Dec. 28 


Fidelity Phenix Fire Ins --. £05 Dee. 22 
Hartford Electric Light... .. ... 400 Dec, 27 
Hecker Products (new) ... 9:30 Dee. 28 


Hercules Powder Pfd 10:00 Dec. 28 
Hershey Chocolate Com. & Conv. Pid. 2:00 Dec, 27 


Horn & Hardart...... ; 10:30 Dec. 27 
Interchemical Corp. Pfd. 3:30 Dec. 26 
Lee Rubber & Tire*... .. 1:30 Dee. 30 
McCall Corp...... ae 3:30 Dec. 27 
McCrory Stores 6% Ptd ay 2:30 Dec. 22 


Montreal Light, Heat and Power 12:00 Dec. 19 
National Distillers Products. . 11:15 Dec. 22 
Norfolk & Western Adj. Pfid....... 11:40 Dec. 27 
Public Service Corp. of N. J. 6°% Pfd. 3:00 Dec. 20 
en SR Ee er 2:00 Dec. 27 
Royal Typewriter Com. & 7% 5 Com Pid. 4:00 Dec. 28 
Southern California Edison...... 12:30 Dec. 30 
Telautograph Corp.......... ; 2:30 Dec. 22 
Thatcher Manufacturing Conv. Pfd.... 9:30 Dec. 21 
Travelers Insurance Co............ 12:00 Dec. 19 
Westvaco Chlorine Products 5% Pfd.. 4:45 Dec. 28 


* Approximate date. 


All tings on 
wise noted. 


stocks unless other- 
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assume, as it seems likely to do, large 
scale proportions, it is a fairly safe 
guess that such leading diesel truck 
and tractor manufacturers as Gen- 
eral Motors, Caterpillar, Interna- 
tional Harvester and Chrysler will 
be best prepared to supply it. 

However one may justly decry 
the expenditure of huge sums of pub- 
lic funds for rearmament—a form of 
pump priming which adds nothing 
to the wealth of the nation, but vir- 
tually forced upon the United States 
by world events—a realistic attitude 
must concede that rearmament will 
play an important role in the busi- 
ness and industrial developments 
over the next several years. To 
some industries and companies it 
will mean a marked increase in vol- 
ume. What it will mean in profits 
one can only conjecture at this time. 
At the present time profits on Navy 
orders are legally limited to 10% un- 
der the provisions of the Vinson Act. 
While there is a possibility that these 
provisions may be modified to some 
extent for the purposes of permitting 
companies greater leeway for de- 
velopment work and the installation 
of up-to-date equipment, there is also 
the possibility that some form of 
legislation will be enacted obviating 
the opportunities for huge profits on 
Government contracts. 





The True Position of the 
Rails 





(Continued from page 246) 


ern, with fixed charges last year cov- 
ered 15.84 times as compared with 
coverage of 0.01 for Denver & Rio 
Grande Western. And there is the ex- 
treme of some roads swamped with 
debt and some with no debt at all— 
for instance, Queen & Crescent, no 
funded debt, unbroken and _ gener- 
ous dividend record for thirty-two 
years and 1937 dividend of $35 per 
share; and the Pittsburgh & Lake 
Erie, no debt, the largest average 
gross earnings per mile of any rail- 
road and unbroken dividends for 
forty-six years. 

There are marked sectional con- 
trasts in railroads. The New Eng- 
land roads are short-haul lines heav- 
ily dependent on consumption goods 
and for both reasons notably vul- 
nerable to truck competition. The 
soft coal carriers are in a relatively 
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favored position, virtually immune 
to motor truck competition. Be- 
cause of the shrinkage in use of an- 
thracite coal. carriers importantly 
dependent on anthracite as freight 
are in a strong secular downtrend. 
The leading anthracite roads are 
Reading, Lehigh Valley, Central of 
New Jersey, Delaware & Hudson 
and Lackawanna. The better situ- 
ated bituminous coal roads are Nor- 
folk & Western, C. & O., Virginian, 
Western Maryland and L. & N. 
Traffic trends for mid-western roads 
carrying a large percentage of dur- 
able goods, such as Wheeling & Lake 
“rie and Pere Marquette, are more 
favorable than for mid-western roads 
serving only territory between the 
Mississippi River and the Rocky 
Mountains. In a fairly good position 
are the stronger eastern trunk lines, 
with a heavy stake in durable goods, 
such as Pennsylvania and New York 
Central; and the western trunk lines, 
such as Union Pacific, Atchison and 
Southern Pacific, although they have 
permanently lost much freight to 
ocean carriers. Several roads serv- 
ing the southeast, notably South- 
ern and Illinois Central, appear to 
enjoy the most favorable current 
traffic trends. 

So far as basic railroad factors are 
concerned, the trouble is by no 
means solely political regulation, or 
excessive debt or rising costs of 
wages and taxes or motor and water 
arrier competition. Probably the 
most significant single economic 
factor is a long-term shrinkage in 
freight traffic. This is not a matter 
of less goods being produced, but of 
goods being moved shorter distances 
than formerly, due to the growing 
decentralization of industry over the 
past generation. In other words, in 
relation to industrial production and 
to national income, there has been a 
decline in total freight movement 
for some years. 

Bearing on the latter point, S. R. 
Truesdell, an officer of the Chicago 
& North Western, has calculated, on 
the basis of the Reserve Board’s in- 
dex of industrial production, that in 
1920 the roads carried 26,000,000 
tons of freight per production index 
unit, 20,600,000 tons in 1929 and 
16,700,000 tons in 1937; and that for 
every million dollars of national in- 
come the roads hauled 30,400 tons 
of freight in 1920, 30,300 tons in 1929 
and 26,400 tons in 1937. Reflecting 
also a reduction of more than 20% 
in freight rates since 1920, gross 


revenues per production index unit 
were $38,300,000 last year, as com- 
pared with $52,700,000 in 1929 and 


$71,000,000 in 1920. Rail gross per 
million dollars of national income 
last vear was $60,400, against $77.- 
500 in 1929 and $83,200 in 1920. 

For most roads it looks like a los- 
ing long-term fight against econom- 
ics and _ politics. 
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increased $10,000,000; cash was up 
$11,000,000; while current liabilities 
increased only about $5,000,000. 

To complete the picture of the 
company’s progress over the past 
ten years, note is taken of the con- 
tributions made to sales and earn- 
ings by subsidiary units. Of Inland’s 
total sales last year subsidiary units 
accounted for approximately 40%. 
of which Ryerson undoubtedly con- 
tributed the major share. Moreover 
it is estimated that subsidiary units 
earned about one-third of Inland’s 
consolidated profit last year, with 
the Ryerson unit accounting for 
about 25% and Milcor 5%. 

Add to all of the foregoing, In- 
land’s ownership of huge reserves of 
coal, iron and limestone and_ the 
whole is a compact, thoroughly in- 
tegrated and highly efficient steel 
Grganization — one which in every 


major division, producing,  finan- 
cial, and earning power, stands 
head and = shoulders over — prac- 


tically the entire industry. Is_ it 
not therefore a safe assumption that 
Inland has a better chance than 
most of the leading steel companies 
of surviving the current internal tur- 
moil in the steel industry, with the 
least impairment of its position? 
The steel industry is still conva- 
lescing from the shock it suffered 
last June when U. S. Steel an- 
nounced, without warning, a_ sub- 
stantial reduction in basic. steel 
prices and the elimination of basing 
point differentials. All of the other 
leading producers promptly followed 
suit. As a consequence the entire 
industry was thrown into confusion 
and all previous concepts of pay 
points and competitive standing be- 
came subject to sweeping revisions. 
Many producers faced with the pros- 
pect of a drastically circumscribed 
selling territory promptly announced 
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new price basing points most favor- 


able to the particular location of 


their plants. But here again Inland 
was favored with an important natu- 
ral advantage. 

Inland is the second largest steel 
unit in the Chicago district. The 
Chicago district is, in turn, the sec- 
ond most important steel consuming 
area in the United States. Inland 
sells about three-quarters of its out- 
put within an area of 150 miles of 
its principal plant at Indian Harbor. 
In short the company has concen- 
trated on the development of its 
natural market. Presumably then it 
holds a competitive advantage with 
which it should effectively defend it- 
sclf against any attempted invasion 
on the part of rival producers. 

This is not to say, of course, that 
Inland will be immune, or even 
partly immune from the effects of 
basing point eliminations and lower 
prices. Inevitably these changes will 
exact their toll of the company’s 
earnings —to a lesser extent, of 
course, When tonnage sales enable 
plants to operate at 75% of capacity, 
but to a marked degree when ton- 
nage sales again drop. while over- 
head, characteristically heavy and 
difficult to reduce quickly and effec- 
tively, must be provided for “on the 
line.” 

The point is, however, and even 
granting that too little time has yet 
elapsed in which to evaluate accu- 
rately the full effects of lower prices 
and new pricing systems, Inland, 
with its outstanding advantages, re- 
flected in the numerous comparisons 
which have been cited, should con- 
tinue to do substantially better than 
the average steel unit. This means 
proportionately better than average 
sales, costs and earnings. 

Thus far in the current year In- 
land has shown a profit in each quar- 
ter. Net was equal to 58 cents a 
share for the common stock in the 
first quarter, 72 cents in the second 
quarter and 69 cents a share in the 
third quarter. Earnings of $2 a 
share for the first nine months, al- 
though substantially less than the 
$8.02 earned in the same period a 
year ago, were a much better show- 
ing than that made by the steel 
industry as a whole. 

It is likely to be some time before 
Inland’s_ stockholders are again 
treated to earnings above $8 a share. 
There is scant likelihood that the 
record of 1936 will be seriously chal- 
lenged in the near future. Yet the 
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company’s outlook at the present 
time is more promising than it has 
been in some months. The automo- 
bile industry, one of the largest con- 
sumers of light steel, is displaying 
remarkable —recuperative 
building gives every indication of 
continuing to expand with increas- 
ing vigor in 1939 and while the pros- 
pects for such important steel users 
as agricultural equipment, railroad 
equipment and heavy construction 
are not as clearly defined, they do 
appear more hopeful. 

This is looking at the company’s 
1939 outlook as realistically as pos- 
sible at this time. Obviously the 
stock market in quoting the com- 
pany’s shares in the high 80’s ap- 
pears much more optimistic—and 
admittedly the market may well 
prove to be right. But whether it 
does or not, the investor who wisely 
sticks to the best grade of common 
stocks should find many features in 
Inland Steel shares which should 
strongly appeal to him and, in a 
large measure, justify the premium 
which the market places on them. 
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However, the intrigue in Europe 
is of such a devious character that 
it may well be that the Italian de- 
mands represent merely a form of 
joint blackmail to win drastic con- 
cessions from a greatly weakened 
France regarding Soviet Russia, on 
the one hand, and Spain on the other. 
That German and Italian plans in- 
clude a division of France between 
them is well known. However, hav- 
ing won their victories by a series of 
diplomatic coups—with only threats 
of military action—we can expect 
procedure along this line to be con- 
tinued unless Mussolini himself, 
growing desperate, may force a situ- 
ation which will upset the applecart 
for Hitler. 

It is well to remember the truth 
of the recent statement by Virginio 


(rayda,. Mussolini’s journalistic 
spokesman, who in disputing the 
French declaration that Germany 


will refrain from supporting Italy, ‘if 
she attacks her, said: “Italy and 
Germany, which have common des- 
tinies, are marching together.” And 
at the same time recalling to a wor- 
ried France and subtly reminding 


the greedy Nazis that: “There are 
three million Germans in Alsace Lor- 
raine waiting to be ‘rescued.’ ” 

This harassing of France comes at 
a time when French nerves are on 
edge: when the situation brought 
about by the disunity among the 
various factions, aided and abetted 
by fascist, nazi and communist funds, 
is a very serious one. Further weak- 
ened by the Munich Pact, her inter- 
nal politics reached a crucial point 
with the calling of the nation-wide 
strike. The French had to face two 
alternatives: One — the certainty 
that victory by the radicals would 
afford an opportunity for Germany 
and Italy to dismember France on 
the pretext of preventing the estab- 
lishment of a communistic state so 
close to their borders. Two—that vic- 
tory by Daladier would mean grad- 
ual subjection of the French gov- 
ernment to the influence of fascism, 
with its implication of German dom- 
ination. The realistic French peo- 
ple chose the lesser of the two evils 
—relying on the element of time fa- 
\orably to alter their desperate situ- 
ation. 

France stands pretty much alone 
at the moment. She clings to Eng- 
land only through necessity. The 
people as a whole are thoroughly dis- 
illusioned about English support. 
The series of mistakes by the Eden- 
Baldwin government and continued 
by the Chamberlain government 
were very detrimental to France— 
and after the Munich Pact they were 
confronted with Chamberlain’s § pri- 
vate non-aggression agreement with 
Hitler. 

Chamberlain's — recent 
France has been very disappointing 
indeed. No guarantees of adequate 
English troops were made for French 
protection. The English alternative 
was merely the dubious assurance of 
the Anglo-Italian pact with its pro- 
mise that Mussolini had no ambi- 
tions in the Mediterranean. And on 
top of this disappointment—as if in 
mockery of England—came the Ita- 
lian demands for French territory. 

The ramifications of this latest 
crisis will be far-reaching. It is to 
he noted that while there has been 
no important German response to 
the yielding of territory by France, 
Italy’s demand for control of the 
Suez Canal quickly brought outcries 
from a greedy Germany who asserts 
her right to become a partner in 
this enterprise. 

The consternation in both Eng- 
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land and France which must have 
greeted this call to yield control of 
Suez is emphasized by the silence on 
this point in the press of both 
countries. 

When one recalls the fact that the 
Munich Pact set boundaries for 
Czechoslovakia which France and 
England agreed to maintain — and 
the overrunning of which they have 
silently accepted — one is aware of 
a picture of utter weakness to cope 
with the present situation. 

This latest demand, I am sure, will 
greatly stir the French people—and 
possibly unite them—as the concep- 
tion of this great project as well as 
the building of the Canal originated 
in the mind of the brilliant young 
Frenchman, Ferdinand de Lesseps. 
And strangely enough, when the 
project was on the brink of failure, 
it was Disraeli’s vision that pledged 
British support. It seems by a 
queer coincidence that the govern- 
ment in power in England today is 
very like the reactionary govern- 
ment of Gladstone in those days. In 
their narrow vision they saw the in- 
terests of England as bounded only 
by the North Sea. Will a leader like 
Disraeli rise again to make England 
great? 

As the situation now stands, there 
is the possibility: 1—That Germany 
will alter her plans and find a reason 
to be annoyed with France in order 
to placate Mussolini and reinstate 
him to undisputed power over Italy 
in return for a similar service to 
Hitler at the time of the Austrian 
anschluss, or, 2—A compromise 
where Germany would force France 
to permit Mussolini to get control 
of Spain. Eventually, however, the 
dismemberment process will go on 
and on,—and all these measures will 
bring temporary relief only to har- 
assed England and France, unless 
they can find a way to stop Hitler. 
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Chicago Pneumatic Tool Co. 
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Some of the company’s earlier 
patents are nearing expiration for 
they have been in business over 
thirty years. Nevertheless, their 
competitive advantage should not 
be lessened for air as a motive force 
is somewhat akin to electricity in 
that years of experience are neces- 
sary to understand and adapt it to 
industrial uses and to build long life 
and performance into air-driven con- 
trivances, 

The company’s electrical products 
are an important adjunct to its earn- 
ings as are its compressors and en- 
vines. Diversification of manufac- 
tured articles has broadened its field 
and increased gross sales. In such 
things as rock drills. rock bits and 
reamers used by the oil and mining 
industries, replacement of parts ts 
a valuable source of income. 

That Chicago Pneumatic — is 
breast of the times is shown by its 
promincnee in aviation tool-making 
and its constant experimental work 
with new mechanical — problems. 
many of which are brought in by its 
customers. As a long-term specula- 
tion for appreciation the common 
stock has unusual appeal, particu- 
larly if bought during periods of gen- 
eral market weakness. 

Offering less speculative promise 
but returning a fair yield, either of 
the two preferreds are attractive to 
those seeking income as well as ap- 
preciation. All in all, Chicago Pneu- 
matic faces 1939 with prospects of 
substantially improved earnings. 
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Coppers 
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The upturn in building, particularly 
residential building, is already estab- 
lished and its continuance will be an 
important influence in the demand 
for copper. It will mean more cop- 
per flashings and copper gutters. 
more copper-bearing alloys in 
plumbing and a greater demand for 
household electrical equipment. 

Of the automobile industry some 
improvement can be expected, al- 
though the increased output of auto- 


mobiles which is anticipated will not 
in itself sensationally better the de- 
mand for copper. Less assured per- 
haps than the automobile outlook, 
but having much greater potentiali- 
ties for copper, is the possibility of 
public utility expansion. It is well 
worth noting that the copper com- 
panies did as well as they did in 
1936 and the early part of 1937 with 
definitely subnormal help from the 
utilities. Political agitation and gov- 
ernmental competition, of course, 
are still factors in the public utility 
picture, but there are signs of clear- 
ing skies. 

Today, the coppers are specula- 
tive as they almost always are. They 
may work somewhat lower, for there 
are admittedly uncertainties in the 
near-term outlook. But a favorable 
demand factor should make itself 
felt before very long. This should 
be more pronounced here than 
abroad and of the larger companies 
Phelps-Dodge is possibly more di- 
rectly geared to the American mar- 
ket than any other, although the 
domestic fabricating affiliates — of 
both Anaconda and Kennecott can 
be counted upon to obtain a full 
share of the available business. 





As the Trader Sees Today's 
Market 
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accounting practices, which caused a 
break in the stock, then later be- 
cause of the announcement that the 
Bank of America’s earnings are run- 
ning at a new high record rate. On 
balance between the two news items. 
Transamerica lost ground. 
Paramount equaled Transamerica 
in volume, followed by Richfield Oil 
with 94,500 shares. The next three 
in the ranking were all connected 
with the aviation industry—United 
Aircraft, Sperry and North Ameri- 
can Aviation—and fifteenth position 
fell to Bethlehem Steel’s 85,700 
shares. Trading in Loft, which had 
amounted to 65,700 shares in the 
week to December 3, fell abruptly 
off to one-fifth of that figure in the 
second half of the fortnight. Aver- 
age price of the fifteen most active 
stocks was higher in the second week 
at $30.97 against $29.46, but. still 
under the levels prevailing when the 
market was in its advancing phase. 
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